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PREFACE 


Collegiate training for business administration is now so widely 
attempted that the time has arrived when experiments should be 
conducted looking toward the organization of the business curriculum 
into a coherent whole d'raining in scattered ‘'business subjccis” 
was defensible enough in the earlier days of collegiate business training, 
but such a method cannot be i)crmanent. It must yield to a more 
comprehensive organization. 

There can be no doubt that many experiments will be conducted 
looking toward this goal; they arc, indeed, already under way. This 
series, “Materials for the Study of Business,” marks one stage in such 
an experiment in the School of ('ommerce and Administration of the 
University of Chicago. 

It is appropriate that the hypotheses on which this experiment is 
being conducted be set forth. In general terms the reasoning back 
of the experiment runs as follows: The business executive administers 
his business under conditions imposed by his environment, both 
j)hysical and social. The student should accordingly have an under- 
standing of the physical environment. This justifies attention to 
the earth sciences. He should also have an understanding of the 
social environment and must accordingly give attention to civics, law^. 
economics, social psychology, and other branches of the social sciences. 
His knowledge of environment should not be too abstract in character. 
It shoukl be given jwactical content, and should be closely related to 
his knowledge of the internal [)ioblems of management. This may be 
accomplished through a range of courses dealing with business admin- 
istration wTercin the student may become acquainted with such mat- 
ters as the measuring aids of control, the communicating aids of 
control, organization policies and methods; the manager’s relation 
to production, to labor, to finance, to technology, to risk-bearing, 
to the market, to social control, etc. Business is, after all, a pecuni- 
arily organized scheme of gratifying human wants, and, properly 
understood, falls little .short of being as broad^ as inclusive, as life 
itself in its motives, aspirations, and social obligations. It falls 
little short of being as broad as all .science in its technique. Training 
for the task of the business administrator must have breadth and 
depth comparable with those of the task. 
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BASIC ELEMENTS OF THE BUSINESS CURRICUT.UM 


Control 

1. Com muni cal in,!? aids of control, 

for example 

a) English 

b) Foreign language 

2. Measuring ai(L of control, for 

example 

a) Mathematics 

b) Statistics and accounting 

3. Standards and practices of con- 

trol 

a) Psychology 

b) Organization policies and 
methods 


Of [)iol)Icms of adjustment to 
f)hysical environment 

a) The earth sciences 

b) The manager's relationship 
to the^e 

Of prohlems of technology 

a) Physics thiough mechanics, 
l)a''ic, and other sciences 
as appropriate 

b) The manager’s administra- 
tion of production 

Of prohlems of finance 

a) The financial organization 
of sociely 

b) 'J'he manager’s adminis- 

tration of finance 

Of {)r-oMems connected with the 
market 

a) Market functions and mar- 
ket structure 

b) d'he mana.ger’s administra- 
tion of marketing (including 
[)urchasing and traffic) 

Of prohlems of risk and risk- 
hearing 

a) d'he risk aspects of modern 
industrial society 

b) The manager’s administra- 
tion of risk-hearing 

Of prohlems of personnel 

a) 'J'he position of the worker 
in mo(iern industrial society 

b) The manager’s administra- 
tion of personnel 

Of prohlems of adjustment to 
social environment 

a) The historical background 

b) The socio-economic institu- 
tional life 

c) Business law and govern- 
ment 
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Stating the matter in another way, the modern business admin- 
istrator is essentially a solver of business problems — problems of busi- 
ness policy, of organization, and of operation. These problems, great 
in number and broad in scope, divide themselves into certain type 
groups, and in each type group there are certain classes of obstacles 
to be overcome, as well as certain aids, or materials of solution. 

If these problems are arranged (i) to show the significance of the 
organizing and administrative, or control, activities of the modern 
responsible manager, and (2) to indicate appropriate fields of train- 
ing, the diagram on the opposite page (which disregards much over- 
lapping and interacting) results. It sets forth the present hypothesis 
of the School of Commerce and Administration. 

In this curriculum the present volume on Industrial Society is 
designed to serve as a part of a general introduction by giving the 
student an understanding of certain significant features of the social 
environment in which the business administrator plays his part. 

The volume was undertaken largely as a result of two experiences. 
In the year 1910-11 I was a member of a committee which made a 
study of the teaching of elementary economics in American colleges. 
It came out clearly that there was fairly general agreement that the 
course in elementary theory should be preceded by certain other 
matei ial. In practice, this other material varied widely from institu- 
tion to institution and included such courses as Industrial History, 
History of Commerce, Economic Geography, Descriptions of Industry, 
American History, etc. It seemed that the common material which 
was being presented by these various courses was pointed toward an 
understanding of the functioning structure of our industrial society, 
d'hat investigation was one of the two experiences which led to the 
work being undertaken and it explains, in part, why I think of the 
volume not merely as an introduction to the study of business but 
also as an introduction to the study of formal economics. 

The second experience had to do with the task of aiding in the 
formulation of a collegiate business curriculum. The outcome of 
the thinking of the group with which I have been associated in that 
field has-been sketched in the [receding pages. Once that program 
had been sketched, it was natural for one whose training had been in 
economics to think of a course in industrial society— in the social 
environment of business— as an appropriate introduction to the 
collegiate business curriculum. 
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From the point of view of teaching method, the book falls into 
three parts. Chapter i — a brief first part — is merely an introduction 
designed to give the student a bird’s-eye view of the field of study. 
Chapters ii and iii constitute really a second introductory survey. 
Nominally, they present a study of the structure and functioning of 
medieval industrial society and a study of the coming in of capitalism’. 
Actually, these studies are continually pointed toward an understand- 
ing of modern industrial society. They are not historical studies in 
any proper sense of the word historical. They enable the character- 
istic features of modern society to be more clearly seen through a 
comparative study of antecedents. 

The rest of the volume is given to a study of outstanding features 
of modern industrial society presented in terms which the student 
unacquainted with economic theory will be able to grasp. Such 
concepts as competition, private property, and social control are 
placed at the very end of the discussion because several years of 
experimentation in teaching the material convinced me that although 
these topics might appropriately be placed at the beginning of the 
study from the logical point of view, they belonged at the end from 
the pedagogical point of view. Apparently, it is only after the 
student has seen ' something of the functioning of our industrial 
society that he is in a position to evaluate the basic institutions of 
competition and private property and to understand the significance 
of social control 

The book and the course based upon it were in process of develop- 
ment for five years. The material was first collected in mimeographed 
form, later printed in pamphlets, and finally printed in book form. 
At each of these stages it received the criticisms and suggestions of a 
large number of instructors and hundreds of students. 

A great debt of gratitude is owing the many publishers and 
writers who have so cordially co-operated in the formulation of this 
volume and unless I had kept a card catalogue of the suggestions 
and criticisms and assistance I have received from my friends and 
colleagues I could not possibly have remembered the long list. Par- 
ticular mention should be made of the kindness of Mr. Harold G. 
Moulton, Mr. Leverett S. Lyon, Miss Hazel Kyrk, and Miss Leona 
Powell whose criticisms and suggestions have added not a little to 
whatever merit the book possesses. 


L. C. Marshall 
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INTRODUCTION 

A. Problems at Issue 

The material in this introductory survey is presented with four 
purposes in mind. It should be studied in the light of these purposes. 

1. It is desirable that we should from the outset think of industrial 
society as something which has structure, and as something which 
actually operates. In a few hours’ study we cannot acquire a full 
understanding of all that this statement involves. We can, however, 
get an appreciation of what to look for as the course develops. 

2. We should from the outset see, if only dimly, the relation of the 
structure and operations — the relation of the functioning structure — 
of industrial society to the great social fact of the “scarcity” of 
economic goods. 

3. Since comparison is an aid to understanding, we should early 
get a working knowledge of the structure and offbrations of industrial 
societies other than our own. We should be careful not to regard 
this as critical knowledge. Much study should preface criticism and 
the passing of judgments. 

4. We must know the content of a few terms which will appear 
repeatedly in our readings and discussions. Fortunately the number 
of such terms is not unduly large. 

The study of the functioning structure of industrial society 
centers about man’s efforts to gratify his wants. 

Nature does not spontaneously and gratuitously satisfy our 
wants. Our wants are many, insistent, and apparently capable 
of indefinite expansion. We “struggle with nature” in our effort 
to gratify these wants. It follows that these things are of great sig- 
nificance: (a) our wants, {b) means-of-gratifying-these- wants, i.e., 
goods, find (c) the processes by which these goods are secured and 
applied to our wants. We may leave the analysis of wants to psy- 
chology. Goods may be classified, from our present point of view, 
as follows: (a) Free Goods, which are not discussed in economics 
since they constitute no significant problem from that point of view, 
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(b) Economic Goods, which are scarce,” relative to the demand for 
them. It has become customary to refer to material economic goods 
as wealth and to non-material economic goods as services. The 
structure and operations of the society in which these (economic) 
goods are brought into existence and applied to our wants are the 
subject-matter of this course. 

The material of the preceding paragraph may be presented 
diagrammatically thus: 



We shall be studying primarily the mechanisms and devices” — 
not, however, as separate, isolated units, but in their relationships. 
It is not worth while, at this stage of our study, to attempt any scien- 
tific classification of these mechanisms and devices. It will suffice 
for the present if we realize that the following (among others) are 
devices of the sort mentioned; capital, exchange, specialization, 
private property, competition, contract, inheritance, wages, rent, 
interest, profits, money, money economy, banks, insurance companies, 
laws regulating business operations. As we proceed, it will be seen 
that there is nothing immutable about these devices. Most of them 
are, historically speaking, quite new. No one can wisely predict 
when, if ever, they will be supplanted by others. Taken as an ever- 
changing whole, they constitute in their interrelationships and rami- 
fications that curious complex called industrial society. 

Various figures of speech have been applied to present-day 
industrial society. To some of us it is an organism, species undesig- 
nated; to others it is a human being; to others, a complex of forces; 
to others, a machine. Clearly none of these or of other illustrations is 
completely applicable to all the phases and manifestations of modern 
society. One illustration will serve certain purposes, another will be 
better adapted to different aims. 

If we make use of the machine illustration, attention may profit- 
ably be given to four aspects of the matter: {a) There is the question 
of the adequacy of the individual wheels, rods, and other parts, con- 
sidered merely as parts. Sometimes it is convenient to think of these 
parts in terms of persons; at other times and for other purposes it 
serves better to speak of business units, such as a factory, retail store, 
a United States Steel Corporation, as the parts of the machine. 
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(b) Then, too, we must consider the effectiveness with which these 
[xxrts are co-ordinated or organized into the machine as a whole. A 
machine of excellent individual parts may be loose-jointed, ram- 
shackle, inefficient. Conversely, a machine of beautiful ap[)earance 
with all adjustments perfectly made may be practically worthless if 
the component elements cannot bear strain in action, (c) Next, 
is there adequate power? Is it efficiently applied? Even a groan- 
ing, poorly built machine may do much work, if it can meet the strain 
and if power suffices, {d) Finally, if the power suffices, is the machine 
properly guided in its course ? 

The parts of the industrial machine of today are far short of per- 
fection, but they are reasonably sound and competent. If we think 
of them as persons, as human stock, we find oui selves in geiier:il 
agreement that the race is improving — this notwithstanding the argu- 
ments of those who see in modern strain, intensity, and di'.courage- 
ment arising from une({ual opportunity efficient causes of race 
deterioration. If the “parts” mean to us indust lial units - businesses 
— we are likely to agree that within the given business unit theie is a 
relatively high degree of efficient organization and lelatively little 
waste — “relatively,” that is, to what has gone before and to the 
situation that exists in the case of the co-ordiiu^tion of these i)ai ts 
into the machine as a whole. Anyone who believes this is certain 
to believe that in our society some force is operating to select reason- 
ably efficient managers as heads of these industrial units and that 
some force impels these efficient managers to continuously efficient 
activity. 

The co-ordination of the parts of the industrial machine is far from 
satisfactory, from the point of view of the interests of society. There 
are countless cases where the gears mesh improperly, where con 
ncctions are poorly made. The joints rattle — or are not suffiiciently 
flexible. There is lost motion. Processes have been added as an 
afterthought or with little thought at all. Worse still, it requires no 
skilled social mechanic to find cases of parts actually working at 
cross-purposes — of power being simultaneously applied in opposite 
directions. The “wastes of competition” and the achievements of 
“the predacious” even during normal times make a formidable cata- 
logue, and there are periods — depressions we call them — when the 
machine is in a pitiable state. It is not surprising that some per- 
sons (with perhaps too great confidence in their powers both of 

analysis and of construction) would tear down the whole structure 
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and erect a new one in its stead— or at least put in much tinkering, 
seeking a better co-ordination of parts. 

But if there is no question that the industrial machine runs with 
much groaning and lamenting, there is equally no question that it 
runs with considerable speed. Tremendous power is applied and, 
incredible as it sounds, this power is applied at almost every part, 
joint, connection, or process. Perhaps it were wiser to use the plural 
and say great powers are applied, for there are many of them — these 
motives to industrial activity. For the present it will suffice to 
indicate that one of the most important of these motive forces is 
appeal to self-interest. And what of the guidance of this industrial 
machine ? Discussion of tliis phase of the matter must be postponed. 
The responsible agents are a motley array: producer, consumer, entre- 
preneur, technical expert, government, financier, property-holder, 
inventor, and many others. 

Economic literature, in considering the activities of man in 
gratifying his wants, commonly treats these activities as made up of 
three significant factors or processes: {a) the production of economic 
goods — generally called ^‘the productive process’’; {b) the appor- 
tionment, or sharings of these goods among the members of society — 
generally called “the distributive process”; {c) the consumption of 
these goods. All these processes occur in, and are largely determined 
by, the environment, both physical and social. 

Clearly tliese factors or processes may be ojicrative under varying 
conditions in varying organizations of society. Under household 
economy, for example, all three go on within the bounds of the family 
group without what we call exchange and without much contact with 
people outside, at least in economic matters. Under socialism or 
communism the essential functions of production, distribution, and 
consumption would, of course, have to be [)erformed, but the scheme 
of organization would be different from that of household economy or 
of modern industrialism. We shall need to sketch the outlines of 
the scheme of organization in each case. 

QUESTIONS 

I. “We should see the relation of the structure and operations of industrial 
society to the great social fact of the scarcity of economic goods.” Cite 
a series of social problems and institutions either arising from the 
scarcity of economic goods or related to that scarcity. In which of 
these is the business man interested, either directly or indirectly ? 
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2. ‘‘To attain better satisfaction of our wants, we might do one or more 
of several things: (a) diminish the number of our wants; (d) change 
the character of our wants, e g., develop altruism; (c) provide for larger 
production and better distribution of economic goods.” Are any of 
these being done today ? On what part of the problem is the business 
man working ? Is he, generally s])eaking, conscious of the fact that he 
is working at any part of the problem ? 

3‘ Try to estimate how large a portion of our life is given over to the 
•attempt to gratify economic wants. 

4. What factors determine whether man will have an easy or a difficult 
“struggle with nature” ? 

5. Work through the “mechanisms and devices” of modern industrial 
society listed on page 4. Just how can each of these be regarded as 
a device which man has adopted in his struggle with nature ? Did 
he adopt these devices consciously ? 

6. Is there really a structure in this industrial society of ours? What 
proofs or evidences of real system and structure can you cite ? 

7. How do you account for the fact that quite a few people insist that there 
is little or no structure ? Is this mere exaggeration ? 

8. “Formerly people gratified their wants directly, i.e., they produced 
what they consumed. Nowadays specialists pour products — wealth 
and services into a vast social reservoir and then draw from this 
reservoir the things they consume.” Docs this seem to you substan- 
tially true? Name some of the specialists. What determines the 
amount each of us can draw from the reservoir? Do the “laws” of 
wages ever determine this amount ? 

9. ‘ All persons engaging in economic activity are really engaged in 
satisfying human wants. Formerly men satisfied all their wants in a 
direct method. Now they specialize and exchange and thus co-operate 
in satisfying human wants even though they are not conscious of the 
fact.” Is this true ? 

10. “The business man thinks he is engaged in getting a living. He is. He 
is also engaged in a vast co-operative enterprise as large as all industrial 
society.” Is this true? If it is, has it always been true? Are all 
“ways of getting a living” forms of what we call “business” ? 

11. “Ways of getting a living may be classified as pro-social, non-social, 
and anti-social.” Explain what this means. Cite illustrations of 
each. , 

12. Will rriy success in getting a living be in direct proportion to my con- 
tribution to the progress of society in the “struggle with nature”? 

Is It possible that I may succeed by actually harming society? Will 
society permit me to do this ? Can it prevent my doing it ? 

13. What is meant by social control ? Are the following agencies of control: 
religion, custom, law, government, pubhe opinion, codes of ethics? 
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Does a trade union exercise social control? Does a caste system? 
Does an employers’ association? Does a business men’s club? Try 
to distinguish between formal and informal social control; between 
conscious and unconscious social control. Cite illustrations of each 
form. Is our want-satisfying activity subject to social control ? 

14. Explain the significance of each word in the phrase “individual exchange 
co-operation.” 

15. Describe the structure of the “industrialism” of household economy. 
What would be the essential features of a socialistic regime? In just 
what main jiarticulars would it be different from the present order? 
Go through your list of mechanisms and devices, asking whether each 
would be found in household economy, in socialism, in communism. 

16. “Our co-o])eration today is regulated by exchange; under household 
economy it was regulated by authority. ” What docs» this mean ? 
How would it be regulated under socialism? under communism^ under 
the regime of an omniscient benevolent despot ? 

17. “Our society is a co-operative society.” Was household economy 
co-operative? WouM sotialism and communism be co-operative? 

18. “Our society is an exchange society.” Would this be true of house- 
hold economy ? of sociedism ? of communism ? 

19. “There is a high degree of organi/ation and relatively little waste 
within the business unit. In society as a whole, however, there is 
chaos and waste.” What reasons can you allege for this slate of 
atTairs ? When you reflect upon the charges of iiienkiency within 
business units uttered by management experts, do you subscribe to 
the quotation ? 

20. Think of the “industrial machine” under the three headings power, 
parts, co-ordination of parts. Against which of the three are most of the 
charges of inefi'icicncy made today ? Supj[)osc we had socialism; would 
the quotation in the preceding question apply? What should you 
guess would be the effect of socialism upon power, parts, and co-ordination 
of parts? How would it do to have an omniscient benevolent despot 
ruling industrial society ? 

21. Explain carefully what is meant by production; by distribution; by 
consumption. In which of these is the business man interested ? 

22. Are the following enterprises productive; cold storage, the express 
business; storage of ice; making of chairs; a retail candy business? 
What form of utility results from each activity here listed ? 

23. “A good is not fully produced until it is in the hands of the ultimate 
consumer.” Is this true ? 

24. Enumerate the factors of production. What general conditions make 
for abundant production ? 

25. If you had to choose between the following propositions, which would 
you accept ? {a) “ Men consume in order to produce.” {b) “ Men pro- 



INTRODUCTION 


9 


duce in order to consume.” Is cither one correct? Why do men 
engage in business ? 

26. Give five illustrations of free goods; five of economic goods What is 
the distinction between wc.dth and services? 

27. We hear much of the motives to industiial activity. Make a list of 
these motives. See selections Nos. 100-104. 


^ B. Scarcity and Economic Activity 

I. THE ECONOMIC STRUGGLE' 

Of course, the first and most o1)vious reason for the scarcity of 
goods is that nature has not provided tliem in siiflicicnt abundance to 
satisfy all tlie people wlio want tliem. Of some things, it is true, she 
is bounteous in her sui)])ly, but of others she is niggardly. Things 
which are so bountifully supjdied as to satisfy all who want them do 
not figure as wealth, or economic goods, because we do not need to 
economize in their use. But things which are scantily supplied must 
be meted out and made to go as far as possible. That is what it 
means to economize. Because we must practice economy with 
respect to them they are called economic goods or wealth. In 
fact, the whole economic system of society, the whole system of pro- 
duction. of Nsiluation, of e.\change, of distribution, and of consumi)tion 
is concerned with tliis class of goods - toward increasing tlieir supply 
and making the existing sup])ly go as far as possible in the satisfaction 
of wxints. 

The fact tliat there are human wants for whose satisfaction nature 
does not provide in sufficient abundance— in other words, the fact 
of scarcity -signifies that man is, to tliat e.xtent at least, out of har- 
mony with nature. The desire for fuel, for clothing, and for shelter 
grows out of the fact that the climate is more severe than our bodies 
are fitted to endure, and this alone argues a very considerable lack of 
harmony. The lack is only emjffiasized by the fact that it is necessary 
for us to labor and to endure fatigue in order to provide ourselves with 
these means of protecting our bodies against the rigors of nature. 
That laljor also which is expended in the production of food means 
nothing if not that there are more mouths to be fed, in certain regions 
at least, than nature has herself provided for. She must therefore 
be subjugated and compelled to yield larger returns than she is willing 

'Adapted by permission from T. N. Carver, “The Economic Basis of the 
Problem of Evil,” Harvard Theological Review, I (1908), 98-111. 
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to do of her own accord. And that expanding multitude of desires, 
of appetites, and of passions which drive us as with whips; which 
send us to the ends of the earth after gewgaws with which to bedeck 
our bodies and after new means of tickling the five senses; which 
make us strive to outshine our neighbors, or at least not to be out- 
shone by them ~ these even more than our normal wants show how 
widely we have fallen out of any natural harmony which may sup- 
posedly have existed in the past. 

Viewed from tliis standpoint, the whole economic struggle becomes 
an effort to attain to a harmony which docs not naturally exist. As is 
well known, the characteristic difference between the non-economizing 
animals, on the one hand, and man, the economizer, on the other, is 
that in the process of adaptation the animals are passively adapted 
to their environment, whereas man assumes the active role in attempt- 
ing to adapt his environment to himself. If the climate is cold, 
animals must develop fur or blubber, but man builds fires, constructs 
shelters, and manufactures clothing. If there are enemies to fight 
against, the animals must develop claws oi fangs, horns or hoofs, 
whereas man makes bows and arrows, or guns and ainmunition. The 
whole evolutionary process, both passi\’C and active, both biological 
and economic, is a development away from less toward greater 
adaptation, from less toward greater liarmony between the species 
and its environment. 

That phase of the disharmony between man and nature which 
takes the form of scarcity gi\'es rise also to a disharmony between 
man and man. Where there is scarcity there will be two men wanting 
the same thing; and where tw^o men want the same thing there is an 
antagonism of interests. Where there is an antagolli^ln of interests 
between man and man there will be quc'^tions to be settled, questions 
of right and wrong, of justice and of injustice; and thc^e questions 
could not arise under any other condition. The antagonism of 
interests is, in other words, what gives ri^c to a moral problem, and 
it is, therefore, about the most fundamental fact in sociology and 
moral philosophy. 

This does not overlook the fact that there arc many harmonies 
between man and man, as there are between man and nature. There 
may be innumerable cases where all human interests harmonize, 
but tliesegive rise to no problem, and therefore we do not need to con- 
cern ourselves with them. But where interests are antagonistic and 
trouble is constantly arising, we are compelled to concern ourselves 
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whether we want to or not. As a matter of fact, we do concern our- 
selves in various ways; we work out systems of moral philosophy and 
theories of justice after much disputation; we establish tribunals 
where, in tlie midst of much wrangling, some of these theories are 
applied to the settlement of actual conflicts; we talk and argue 
interminably about the proper adjustment of antagonistic interests of 
various kinds, all of which, it must be remembered, grow out of the 
initial fact of scarcity -that there are not as many tilings as people 
want. These considerations reveal a third form of conflict— perhaps 
it ought to be called the second — a conflict of interests within the indi- 
vidual himself. If the procreative and domestic instincts are freely 
gratified, tliere will inevitably result a scarcity of means of satisfying 
other desires, however modest those desires may be, through the multi- 
plication of numbers. Eitlicr horn of the dilemma leaves us with 
unsatisfied desires of one kind or anotlier. We are therefore pulled 
in two directions, and tliis also is a condition from which there is no 
possible escape. But this is only one illustration of the internal strife 
which tears the individual. The very fact of scarcity means necessa- 
rily that if one desire is satisfied it is at the expense of some other. 
What I spend for luxuries I cannot spend for necessaries; what I 
spend for clothing I cannot spend for food; and Vhat I spend for one 
kind of food I cannot spend for some other. This is the situation 
which calls for economy, since to economize is merely to choose 
what desires shall be gratified, knowing that certain others must, 
on that account, remain ungratified. Economy always and every- 
where means a threefold conflict— -a conflict between man and nature, 
between man and man, and between the diflerent interests of the 
same man. 

In this antagonism of interests, growing out of scarcity, the insti- 
tutions of property, of the family, and of the state, all have their 
common origin. No one, for example, thinks of claiming property in 
anything which exists in sufficient abundance for all. But when there 
is not enough to go around, each unit of tire supply becomes a prize for 
somebody, and there would be a general scramble did not society 
itself ur^ertake to determine to whom each unit should belong. Pos- 
session, of course, is not property, but when society recognizes one’s 
right to a thing and undertakes to protect him in that right, that is 
property. Wherever society is sufficiently organized to recognize 
these rights and to afford them some measure of protection, there is a 
state, and there is a family wherever there is a small group within 
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which the ties of blood and kinship are strong enough to overcome 
any natural rivalry and to create a unity of interests. 

Closely associated with the right of property — as parts of it, in fact 
—is a group of rights, such as that of contract, of transfer, of bequest, 
and a number of other things with which lawyers occupy themselves. 
It would be (lifTicult to find any question in the whole science of juris- 
prudence, or of ethics, or of politics, or of any of the social sciences, for 
that matter, which does not grow out of the initial fact of economic 
scarcity and the consequent antagonism of interests among men. 

It would be interesting to follow up our conclusion with an 
examination of the possibilities of escape from the situation which is 
imposed upon us by economic scarcity. Out of the view that the con- 
flict of man with nature is a source of evil grow two widely different 
practical conclusions as to social conduct. If wc assume that nature 
is beneficent and man at fault, the conclusion follows as a matter of 
course that desires must be curbed and brought into harmony with 
nature, which is closely akin to Stoicism if it be not its very essence. 
But if, on the contrary, wc assume that human nature is sound, then 
the only practical conclusion is that external nature must be coerced 
into harmony with man’s desires and made to yield more and more 
for their satisfaction. This is the theory of the modern industrial 
spirit in its wild pursuit of wealth and luxury. Complete escape b\ 
either of these methods seems to be cut off, in the first place, by the 
refusal of desires, especially the elementary ones, to be repressed, 
and, in the second place, by tlie utter impossibility of increasing goo(K 
to a point which will provide for every possible increase in population 
when population is unchecked by economic motives. 

But even under the conditions of economic scarcity there would be 
no antagonism of interests between man and man if human nature 
were to undergo a change by which altruism were to replace ego- 
ism. If I could develop the capacity to enjoy food upon my 
neighbor’s palate as well as upon my own, as I have already de- 
veloped the capacity to enjoy it upon the palates of my children, 
and if my neighbor could develop a like regard for me, obviously 
there could be no antagonism of interests between us on the subject 
of food. Let tliis capacity become universal, and the moral problem 
would be solved. 

We may escape from some of the worst features of the situation by 
working along several lines at the same time. Every improvement 
in the arts of production, whereby a given quantity of labor is enabled 
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to produce a larger quantity of the means of satisfying wants, tends, 
of course, in some degree to alleviate scarcity. If this can be sup- 
plemented by the doctrine of the simple life, made effective espe- 
cially in the lives of the wealthier classes, so much the better; for 
then there will be fewer wants to satisfy. If this result can be still 
further strengthened by a rising sense of the responsibilities of parent- 
hood, whereby the reckless spawning of population can be checked, 
especially among those classes who can least afford to spawn, the 
discrepancy between numbers and provisions will be kept at a mini- 
mum. Again, a more widespread spirit of altruism, or even a milder 
and more enlightened egoism such as that which moves the farmer to 
take delight in the sleek appearance of his horses, of tlie English land- 
lord to ta\c pride in the comfortable appearance of his tenants and 
cotters, would go a long way toward softening the antagonism of 
interests among men. 

In spite of all these methods, however, there will still be antago- 
nistic interests to be adjudicated. The state must therefore continue 
to administer justice. Jlut every improvement in our conceptions of 
justice, as well as in the machinery for the administration of justice, 
whereby a closer approAimation to exact justice may be securetl, will 
make for social peace, though the mere ap]1^ication of conllicting 
interests will not remove the conflicts themselves nor their cause. 
That lies deeper than legislatures or courts can probe. 
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2 . WAYS OF GETTING A LIVING* 


Ways of 
Getting a 
Living 


I. Uneconomical ^ 

I. Destructive < 

War 

Piracy 

Plunder 

Swindling 
Counterfeiting 
Adulteration of goods 
Monopolizing 


2. Neutral 

Marrying wealth 
Inheriting wealth 
Benefiting through a 
rise in land values 


I. Primary , 

industries 

Farming 

Mining 

Hunting 

Fishing 

Lumbering 

II. Economical * 

2. Secondary J 
industries | 

f Manufacturing 

1 Transporting 

1 Storing 
[ Merchandising 

' 

3. Personal or 
professional < 
service 

Healing 

Teaching 

Inspiring 

Governing 

Amusing, etc. 


3. THE FUNDAMENTAL CONDITIONS OF WEALTH* 

No man actually lives in isolation, but wc can well begin by asking 
what would be the conditions of wealth to such a man. His wealth 
would depend upon: 

a) the magnitude of his original natural powers in proportion to 
his physical requirements; 

d) the degree in which he had improved his powers and his out- 
ward surroundings; 

He could improve his original powers both by mere practice and by 
deliberate self-training and research; he could improve his surround- 
ings both by ^'good cultivation and other beneficial alterations of the 

’ Taken by permission from T. N, Carver, Principles of Rural Economics, p. xx. 
(Ginn & Co., 1911.) 

* Taken by permission from Edwin Cannan, Wealth, pp. x-xi. (P. S. King & 
Son, Ltd., 1914.) 
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earth’s surface and by the making of useful tools, buildings, etc. We 
cannot add up all such improvements into a total susceptible of exact 
measurement by any known standard, and we must recognize that the 
utility of actual changes, reasonably regarded as improvements when 
made, might disappear, owing to alterations in knowledge and other 
circumstances. 

c) the goodness of the judgment with which he used his powers 
and surroundings; 

Labor as a whole is not an evil, but it is desirable to minimize the 
amount expended in the attainment of any particular end. There are 
diilerences in the agreeablencss of different kinds of labor, and every 
kind becomes disagreeable when carried on too long. Consequently, 
in distributing his powers and using his surroundings the Isolated 
Man would have to be guided, not only by the urgency of his desires 
for different goods and the time to be spent in procuring them, but 
also by the kind of labor involved. He would also have to compare 
immediate with distant advantage, and decide how much of the one 
should be forgone for the sake of the other. 

d) the extent to which he saw fit to sacrifice some possible wealth 
for some non-economic end which he regarded as more important. 

These conditions of the wealth of Isolated Man exist also in regard 
to Socic ty, which will be better or worse off according as: 

1. Its members have great or small natural powers in proportion 
to their physical requirements. 

2. Much or little improvement (measured by tlie standard of 
present utility) has been made in personal qualities, accumulated 
knowledge, and material surroundings. 

3. Effort is more or less properly distributed between different 
ends, both present and future, and any irksomeness of effort is more 
or less properly weighed against results. 

4. Much or little wealth is deliberately sacrificed for the sake 
of non-economic satisfactions regarded as more important. 

But Society will also be better or worse off according as: 

5. The age-composition of the population is more or less favour- 
able t^ productive effort. 

6. Greater or less advantage is taken of co-operation. 

7. Population is more or less near the most suitable magnitude. 
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C. Structure of Modem Industrial Society 

4. THE SYSTEM OF INDIVIDUAL EXCHANGE 
CO-OPERATION* 

It is easy to imagine an economic order wherein each person pro- 
duces the very things which he consumes — bakes the bread he eats 
from flour he has ground from wheat he has raised. Such an order 
might be called an autonomous economic order. But the actual sys- 
tem is far different. Most of the goods which each of us consumes 
are, speaking literally, produced by others, while most of those which 
each produces are consumed by others. In short, the present order 
is not autonomous, but co-operative. Herein is the most important 
single characteristic of that order. 

The second important fact about our present system is to be 
found in the peculiar way in which our co-operation is effected, brought 
about. When tlie word co-operation is used, the first thought sug- 
gested is tliat of a system in which we act togetlier as the result of an 
agreement entered into, or of authority exercised over us by some 
outside power. Thus, people co-operate in getting up a church 
supper or a picnic, through agreement. On the otlier hand, in the 
family we have a co-operation which is brought about by the autliority 
of one or both of the parents. Such co-operation is conscious, organ- 
ized. This type is present in communistic societies, many of which 
have existed in the United States, e.g., the Shakers, Oneida, Amana. 
In contrast witli such conscious, organized co-operation, that of the 
present order is largely spontaneous, unconscious, organic. Each 
man produces some commodity or service and exchanges it for tlie 
commodities or services of his neighbors. In doing this he and tliey 
really co-operate, but they are scarcely conscious that this is true. 
The fact just brought out is expressed by saying that our co-operation 
in the present order is effected, brought about, tlirough exchange. 
And accordingly we denominate tliat order as one of exchange co- 
operation. 

But there is another reason for calling this order one of exchange 
co-operation. It is pretty clear that, if we have any co-operation at 
all, there must be some way of regulating that co-operation. We need 
more of some things than of others. We need certain things so much 
that it will pay us to have them even at the cost of going without 

* Adapted by permission from F. M. Taylor, Principles of Economics, pp. 9-13. 
(University of Michigan, 1916.) 
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some other things altogether. Unless there is some guiding, directing 
machinery, we shall be wasting our resources producing tlie wrong 
things, or the right tliinp in the wrong proportion. Now, in some 
kinds of co-operation this regulating is done, or would be done, by 
authority. This is the case within the family. How much time 
the farmer s boy shall put in weeding the garden, how much splitting 
wood, how much picking up stones, and so on, the farmer determines 
by authority; and such a system prevails in the main in the com- 
fnunistic societies to which reference has already been made But 
throughout most of the present order our co-operation is regulated 
by the same machinery of exchange which effects that co-operation, 
and m the same spontaneous way. If too little of anything is pro- 
duced, prices rise or the market e.xpands, profits increase, and so pro- 
ducers of their own motion increase output; if. on the other hand too 

much of an>Uiing is produced, prices fall or the market contracts 
profits dimmish, and so producers of their own motion diminish output! 
Again, if the output of some commodity during a particular year is 
exceptionally small, so that consumption all along Oie line needs to be 
curtailed, this is usually accomplished, not by the interposition of the 
public authorities, but by an automatic rising of price which induces 
almost everyone to cut down consumption of -his own motion. So, 
in various other ways, exchange regulates our co-operation. 

The next most important characteristic of the present order is 
individual initiative. It is quite possible to conceive a system of 
co-operation which, 111 part at least, is effected and regulated by 
exchange, but in which initiative is left to society as a whole, govern- 
ment. This would be the case under socialism as it is commonly 
advocated. In such a system the state would be the sole farmer 
miner, manufacturer, merchant, et al., i.e., the state alone would 
undertake to produce things, putting all individuals into the position 
o employees. But it would enter into relations with these individuals 
under the conditions of free contract, buying their services in the open 
market. Further, it might, probably would, pay for these services 
prices determined under tlie free working of the laws of value. So, in 
determining what, and how much, should be produced, it would prob- 
ably be guided by the fluctuations of freely determined prices. (For 
examp e, if the price of some particular thing went down, the govern- 
ment would take this as a warning to diminish the production of 
at mg.) But while such a system would, like the present, be a 
system of exchange co-operation, it would differ radically in leaving all 



i8 


INDUSTRIAL SOCIETY 


initiative to the state; whereas, in the present order, initiative is mostly, 
though not entirely, the business of the individual — persons who have 
the means and think they see a chance to obtain profits set about 
producing wheat or iron or chairs or what not. Accordingly, to give 
something like a complete characterization of the present order in its 
most general features we have to say that it is a system of individual 
exchange co-operation. 

The preceding discussion has laid much stress upon the fact that 
the existing order is co-operative. In thus characterizing that order 
we almost necessarily say tliat it is one wherein specialization prevails, 
i.e,, one in which different persons devote themselves to doing differ- 
ent things — one man makes shoes, another clothes, another bread, 
and so on. Doubtless there are occasions when homogeneous co- 
operation, i.e., co-operation of persons doing the same sort of things, 
is of decided advantage, e.g., a barn raising; but co-operation would 
have very slight significance compared with what it now has did it 
not also prevail in the form of heterogeneous co-operation, i.e., a co- 
operation in which the different participants do different things. 
Further, the successful workings of heterogeneous co-ojieration would 
require that the differentiation of tasks should be more or less perma- 
nent-each one should make a practice of doing one sort of thing only. 
That is, we should have to have thorougligoing specialization. And 
of course this is what we do have in the present order. Each devotes 
himself to doing one sort of things, acquiring in this way extraordinary 
skill and efficiency. Further, the same rule of specialization is applied 
to the instruments used in production, the tools and machines, till more 
and more each is fitted for one very small job. Finally, the same idea 
is carried out with respect to land — one district being devoted to 
celery, another to onions, another to citrous fruits, and so on. 

5. HOW THE INDUSTRIAL SYSTEM WORKS* 

Let it be assumed, as the starting-point in the inquiry, that we 
have a community in which the money regime has reached its complete 
development. Let it be supposed that the division of labor, with its 
results as to exchange, sale, and money, has been carried so ffir that 
no one consumes any of the things he produces. Every article pro- 
duced comes to market and is sold. It follows that the total product 
or output of the community is sold for money. It follows, also, 

* Adapted by permission from F. W. Taussig, “The Employer’s Place in Dis- 
tribution,” Quarterly Journal of Economics, X (1895-96), 69-81. 
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some other things altogether. Unless there is some guiding, directing 
machinery, we shall be wasting our resources producing tlie wrong 
things, or the right tliinp in the wrong proportion. Now, in some 
kinds of co-operation this regulating is done, or would be done, by 
authority. This is the case within the family. How much time 
the farmer s boy shall put in weeding the garden, how much splitting 
wood, how much picking up stones, and so on, the farmer determines 
by authority; and such a system prevails in the main in the com- 
fnunistic societies to which reference has already been made But 
throughout most of the present order our co-operation is regulated 
by the same machinery of exchange which effects that co-operation, 
and m the same spontaneous way. If too little of anything is pro- 
duced, prices rise or the market e.xpands, profits increase, and so pro- 
ducers of their own motion increase output; if. on the other hand too 

much of an>Uiing is produced, prices fall or the market contracts 
profits dimmish, and so producers of their own motion diminish output! 
Again, if the output of some commodity during a particular year is 
exceptionally small, so that consumption all along Oie line needs to be 
curtailed, this is usually accomplished, not by the interposition of the 
public authorities, but by an automatic rising of price which induces 
almost everyone to cut down consumption of -his own motion. So, 
in various other ways, exchange regulates our co-operation. 

The next most important characteristic of the present order is 
individual initiative. It is quite possible to conceive a system of 
co-operation which, 111 part at least, is effected and regulated by 
exchange, but in which initiative is left to society as a whole, govern- 
ment. This would be the case under socialism as it is commonly 
advocated. In such a system the state would be the sole farmer 
miner, manufacturer, merchant, et al., i.e., the state alone would 
undertake to produce things, putting all individuals into the position 
o employees. But it would enter into relations with these individuals 
under the conditions of free contract, buying their services in the open 
market. Further, it might, probably would, pay for these services 
prices determined under tlie free working of the laws of value. So, in 
determining what, and how much, should be produced, it would prob- 
ably be guided by the fluctuations of freely determined prices. (For 
examp e, if the price of some particular thing went down, the govern- 
ment would take this as a warning to diminish the production of 
at mg.) But while such a system would, like the present, be a 
system of exchange co-operation, it would differ radically in leaving all 
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In such a society, then, the total money income would flow in the 
first instances entirely into the hands of the capitalist managers. 
They may spend it all for themselves or invest it all. They may spend 
only their net income, i.e., the excess over what they must use to 
keep intact tlieir capital (and so tlie community’s capital), or may 
spend less than their net income and so cause capital to be added to. 

All this means simply that the machinery of production at any 
given time is arranged for the supply of the habitual and anticipated 
wants of the community. Each individual capitalist produces th'e 
commodities which he has sold before, and which experience leads him 
to expect to sell again. The pig-iron maker has a reasonable faith 
that his iron will be bought by the maker of machinery, and he, again, 
that his machinery will be bought by the person who meahs to use it 
in making one product or another. That process of investment and 
accumulation, by which existing capital is maintained and new capital 
is added, is thus prepared for and virtually accomplished before the 
individuals take the steps which for them are decisive, of turning their 
money income to investment rather than to enjoyment. The pro- 
ducers of luxuries go their way in the same fashion. Some create or 
maintain machinery for silks and satins, otliers prepare the raw 
material, others, finally, buy the products from the manufacturer 
and arrange tliem in the shops of tlie cities, for tlie expected purchases 
of the capitalists, who will presumably do as they have done in times 
past — spend part of their inflowing money receipts for enjoyment. 
Not least, the makers of the commodities for laborers continue to pro- 
duce these on the accustomed scale, anticipating the transference of 
money income by capitalists to laborers, in the course of that contin- 
uance of investment of which the purchase of machinery and materials 
is the other part. 

We may now make the conclusions derived from this analysis 
more closely applicable to real life by introducing the complications 
which appear in society as it is organized in fact. 

No active capitalist is in that position of complete independence 
which has been assumed— of neither borrowing nor lending, of buying 
for cash, and of selling for cash. He buys on credit, and thus is under 
obligations to transfer part of his money income, as it flows in, to his 
creditors; while those to whom he has sold on credit are under similar 
obligations to hhn. As between the direct managers of industry, the 
obligations which tims fetter each one do not change the case for 
the mass. Collectively, they are still free and uncontrolled as to the 
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disposal of the general money income. But quite as important as 
their relations inter se are their relations to the great body of bankers, 
brokers, money-lenders, middlemen of all sorts and degrees, whose 
business it is to make advances to the more immediate directors of 
business affairs. The banks of discount and deposit find their chief 
function in such advances and are tire great types of this factor 
in the industrial world. Side by side with tlrem are to be found, in 
every considerable centre, otlrer parts of the same credit organization. 
Brdkers place loans wherever they find funds offering for investment 
over tlrose short periods for which the regularly recurring debts of the 
business manager are contracted. The great wholesale houses are a 
most important and effective part of this organization. They buy 
on credit, nlake advances on consignments, nurse this producer 
and drive to the wall that one; themselves meanwhile borrow large! v 
from the banks and play a most influential part in settling when and 
how and where money income shall How into the hands of those who 
are, in the more direct and obvious sense, tlic directors of production 
and the employers of labor. 

In other words, the body of persons whose Judgment and discretion 
determine how the gross income shall be used, and what part shall 
be turned over to laborers, is much larger than <he group of their 
immediate emplo}'ers. The immediate em])loycrs arc thought of as 
the only persons who decide primarily how and where laborers shall be 
hired, and whose resources determine what direct advances of wages 
shall be made them. In fact, the immediate employer is controlled, in 
greater or less degree, by his relations with this large and complex 
body of lenders and of middlemen. He can sell rapidly to the mer- 
chants who are his first customers if their judgment approves of his 
wares, and he can get advances from them if they have faitli in his 
capacity and integrity. Similarly, he can borrow from tlie bankers 
and brokers according to his repute for success and character. If a 
long career of successful ventures and punctual probity has given him, 
not only large means of his own, but a high standing in the business 
world, his immediate resources are almost limitless; he can secure at 
a moment’s notice the command of millions. On the other hand, 
a rumor ot disaster, a revelation of dishonesty, may practically wi[)e 
out his means. 

The employing capitalists — we may now mean by that phrase the 
varied body which directly or indirectly is active in business manage- 
ment — were supposed to own all tlie capital. Separate from them, in 
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the main, there stands in the modern world a great mass of investors 
who own capital and derive an income from it, but take no direct part 
in its management. 

The investors have made loans to the active entrepreneurs. They 
have received an engagement for the payment of interest at stated 
terms and for the eventual repayment of the principal. They may 
be conceived, for many social purposes, as the owners of a great part 
of the community’s capital. When a plant is erected with borrowed 
capital, the lender is in so far virtually its owner. Legally, he is ohly 
a creditor; while, in the eye of the economist, he is to be regarded 
for many purposes as an owner of real capital. As it happens, how- 
ever, the legal relation fits exactly the economic relation for the pur- 
poses of the present inquiry into the working of the n'lachincry of 
distribution. If it is asked, Who in the end owns the capital of tlie 
community? the answer must be, the idle investor as well as the 
active business manager. But if it is asked. Who controls the capital 
of the community and first becomes owner of its total income ? the 
answer must be, the active manager, indebted though he may be to 
his creditor. The output becomes his as it goes to market, and is 
sold; and the gross money income passes first into his hands. He 
must simply pay t^ae stipulated interest to his creditor. In so far 
only is he subject to a direct and immediate limitation in his control 
of the inflowing money receipts. 

6, A VIEW OF INDUSTRIAL SOCIETY IN A STATE 
OF EQUILIBRIUM* 

Figure i represents capitalistic production in a self-contained 
industrial society brought to a state of normal equilibrium. In it are 
represented in successive and connected compartments the three great 
branches of production: the extractive industries, manufacturing, and 
transportation and trade. Raw materials, the ])roducts of the 
extractive industries, flow tlirough from left to right, being enriched 
as they pass along by the addition of form, place, time, and possession 
utilities. On leaving the hands of dealers they are separated into 
two great streams, one the replacement fund, which flows back to 
repair and renew capital goods worn or destroyed in tlie process of 
production, tlie other, consumption goods, which begin immediately 
to gratify wants. The consumption-goods stream is again sub- 

* Adapted by permission from H. R. Seager, Principles of Economics, 
pp. iSg-Qi, 284-85. (Henry Holt & Co., 1913.) 
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divided, one branch conveying the second and subordinate replace- 
ment fund needed to repair and renew the durable consumption goods 
whose presence is indicated at the top of the diagram and which give 
off a continuous stream of utilities to mingle with those afforded by 
transient consumption goods, the other and larger branch into which 
the main consumption-goods stream is divided. The net product 
represented in this diagram consists in part of raw materials, in part 
of manufactured goods, finished and unfinished, and in part of the 
utilities subsequently added at the stage “transportation and trade.” 
Only a very limited part is sufficiently advanced to be flowing out 



with the stream of consumption goods to minister directly to human 
wants, On the other hand, it is from this stream of consumption goods 
that the entire real income for which the money income is e.xchanged 
is drawn. Although the identical goods constituting the real income 
are thus for the most part other than the goods constituting the net 
product, the latter consists of exactly similar utilities quantitatively 
and qualitatively as the former. At each ])oint the streams of goods 
flow on evenly and unbrokenly so that the “transient consumption 
goods” that are allowed to escape, and which constitute tire real 
income, aro exactly replaced by the goods included in the net product. 
The diagram thus represents movement without change. It depicts 
the circulation of goods that is going on in actual industrial society 
with the elements of change and monopoly eliminated. 

In order to state tlie laws determming rent, wages, and interest, 
it will be necessary to advert to the relations that would prevail 
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in an industrial society brought to the state of normal equilibrium. 
In such a society the relation between production, distribution, and 
consumption would be extremely simple. The whole matter may 
be represented graphically by Fig. 2. 

In Fig. 2 production is represented as subdivided into three 
great stages. The extractive industries, depicted at tlie extreme 
left, turn out raw materials. Manufacturing takes tliese and trans> 
forms tliem into manufactured products. Transportation and trade 



deliver these finished products to purchasers, who may be either 
consumers converting their money incomes into real incomes, or 
enterprisers converting the free replacement fund into capital goods 
to restore the wastes incidental to production. The figure represents 
movement without diange. Goods are flowing continuously from 
stage to stage. At the last stage the stream is divided, an unvarying 
volume of capital goods flowing one way and an unvarying 
stream of consumers’ goods flowing the otlier. The capital goods 
exactly replace the goods destroyed in the course of production and 
the consumers’ goods exactly remunerate the owners of land, workmen, 
and owners of capital goods for the productive services which they 
or their possessions have rendered. 
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7. ORDER, NOT CHAOS* 

Some would have us believe that there is at present no organiza- 
tion at all. They use hard words, such as “scramble for wealth,” 
“suicidal competition,” “exploitation,” “profit-hunting,” and say 
that the present state of things is “chaotic.” Now, whatever our 
present s^tate may be, however unsatisfactory it is, it is certainly not 
chaotic. If it were really chaotic, everyone who goes to his daily work 
toijiorrow must be a fool, since he would be just as likely to get his 
daily bread if he stayed at home or went elsewhere to amuse himself. 
The very fact tliat we all know as well as we do that certain results will 
almost certainly follow upon a certain course of action shows that wc 
are not living in chaos. Our system may be a bad system, but it is a 
system of some sort; it is not chaos. If a man holds a book too close 
to his nose, he cannot read it, and so it is with tlie world of industry. 
If we look at it from too close a standpoint, we can only see a blur. 

Let us imagine a committee of the Economics Section of the 
Saturnian Association for the Advancement of Science reporting on 
what they had been able to see of affairs on our planet through a 
gigantic telescope big enough for them to see human beings moving 
on its face. Would they be likely to report that pjor Mundus seemed 
quite chaotic ? Would they report that everyone was scrambling for 
himself to the disadvantage of everyone else in such a way that the 
general good seemed entirely neglected ? Would they say that all the 
land in the most convenient situations was lying idle, that nobody had 
a roof over his head, and that everyone was running about aimlessly 
or sitting idle, in imminent danger of starvation ? They might report 
something of this kind if they could carry on a conversation with 
certain people here and believed all they were told, but certainly not 
if they judged by their own observation. 

They would be much more likely to report that tliey had seen a 
very orderly people co-operating on the whole with a wonderful 
absence of friction, that they had seen them come out of their homes 
in the morning in successive batches and wend their way by all sorts of 
means of locomotion to innumerable different kinds of work, all of which 
seemed t© fit somehow into each other so that as a whole the vast 
population seemed to get fed, and clothed, and sheltered. They would 
not, of course, vouch for the perfection of tlie arrangements. They 
would see that there were occasional irregularities and hitches. They 
might see now and then too many vehicles in one street, too many 

* Adapted by permission from Edwin Cannan, Wealth, pp. 72-76. (P. S. King & 
Son, Ltd., 1914.) 
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passen^^ers trying to travel by one train or tramcar. They might 
even see along our English country roads the melancholy spectacle 
of men tramping in both directions evidently in search of the same 
kind of work. They might be able to sec that some had too much — 
more than they seemed to know how to dispose of witliout hurting 
tliemsclvcs and others — while some evidently had too little for healthy 
and ha])py existence. But in spite of these defects, they would 
re])ort, I think, that on the whole the machinery, whatever its exact 
nature, seemed to do its work fairly effectively. And if we can 
imagine them able to go back five hundred or a thousand years, we 
can feel tolerably sure that they would report still more favourably, 
since they would then see that enormous improvement had taken place 
and would discover no appearance of any change which would suggest 
that the evisling system is not the outcome of an orderly development 
of the institutions of the past. 

I ijisisL so strongly on the fact that our existing machinery doe.^ 
work, not with any idea of contending that all is for the best in th.e 
best of all possible worlds, but because I think that in order to get 
any propei hold of economics it is necessary to begin by considering, 
not the defects of machinery, but the main principles involved in its 
construction and {forking. We are a])t to begin with the defects 
because it is they that strike our eye and often excite our sympathy. 
.Seven per cent of unemployed are much more likely to make us start 
thinking about economics than the other ninety-three who are in 
employment, 'khe emaciated corpse of a single person starved to 
death naturally makes more impression on our minds than tlie com- 
fortable bodies of a hundred thousand sufficiently fed citizens. But 
if we want thorough 1)' to understand the reason why work and food 
do not quite “go round,” we should begin by endeavoring to discover 
what, after all, certainly does not explain itself— why they go as far 
round as they do. If we grant that there is an organization, tlie next 
question is. What is it? It is certainly not merely “the State.” 
In modern times we become so accustomed to all institutions being 
defined and modified from time to time by the States within the juris- 
diction of w'liicli tlicy exist, that we are apt to regard them all as 
springing from the State and dependent upon its existence for their 
origin and development. But this is wrong. There are economic 
institutions which arc older than the State, at any rate in the sense 
in which we use the word at the present day, and there are others 
which have come into being and developed under the ban rather 



INTRODUCTION 


27 


than under the patronage of the State. Moreover, some of them 
cover the whole world or at the least far wider areas than any State 
of the present or past. In dealing with the most important of the 
institutions on which our existing economic organization is based, 
it is most convenient to take the State as the third, the Family and 
Property being the first and second. 

8. CERTAINTY, COMPLETENESS, AND REGULARITY' 

Let anyone propose to himself the problem of supplying with 
daily provisions of all kinds a city containing above a million of 
inhabitants. Let him imagine himself a head-commissary, en- 
trusted with the office of furnishing to this enormous host their daily 
rations. Any considerable failure in the supply, even for a single 
day, might produce the most frightful distress, since the spot on which 
they are cantoned produces absolutely nothing. Some, indeed, of the 
articles consumed admit of being reserved in public or private stores 
for a considerable time; but many, including most articles of animal 
food and maiiy of vegetable, are of the most perishable nature. As a 
deficient supply of these even for a few days would occasion great 
inconvenience, so a redundancy of them would produce a corresponding 
waste. Moreover, in a district of such vast extcnl as this “province 
(as it ha^ been aptly called) covered with houses,^’ it is essential that 
the supplies should be so distributed among the dillerent quarters as 
to be brought almost to the doors of the inhabitants; at least within 
such a distance that they may, without an inconvenient waste of time 
and labour, procure their daily .shares. 

Moreover, whereas tlie supply of provisions for an army or garri- 
son is comparatively uniform in kind, here the greatest possible variety 
is required, suitable to the wants of various classes of consumers. 

Again, this immense population is extremely fluctuating in 
number; and tlie increase or diminution depends on causes, of which 
though some may, others cannot, be distinctly foreseen. 

Lastly, and above all, the daily supplies of each article must be so 
nicely adjusted to the stock from which it is drawn- to the scanty, or 
more or Iq^s abundant, harvest, importation, or other source of supply 
— to tlie interval which is to elapse before a fresh stock can be fur- 
nished, and to the probable abundance of tlie new supply that as 
little distress as possible may be undergone; that, on the one hand 

* Adapted from Richard Wh.itcly, Introductory Lectures in Political Ecotwmy, 
Lecture IV, pp. 93-98. (B. Fellowes, 1832.) 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on the other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con- 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accomplished, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The apprehension, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him — these, acting like antagonist muscles, regulate the ext'mt of his 
dealings and tlie prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy tliat abundance, while he is guided only by tlie apprehension 
of being undersold; and, on the other hand, an actual or apprehended 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT* 

And there is war between and among the classes. War, some- 
times overt and violent, sometimes concealed and even unconscious, 
but war nevertlielcss. The war is all the more intense and irrepres- 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of tlie hired hand. The smaller the wages the larger 
the profits. The employee works for wages. Wages represent the 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi- 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction. Ilis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

^ Taken by permission from Morris Hillquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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gaining and commonplace haggling, and at other times it assumes the 
form of violent conflicts: strikes, boycotts, and occasional dynamite 
explosions and, on the other hand, lockouts, black lists, injunctions, 
and jails. 

There is war between employer and employer. 

Each capitalist controls a share of an industry. The greater the 
share the larger, ordinarily, is his profit. His natural desire is to 
increase his share. He can do that only at tlie expense of his neighbor. 
Hence, tlie mad industrial competition, tlie merciless rivalry for the 
“market,” the mutual underbidding and underselling, the adultera- 
tion and falsification of commodities, the .senseless sjieculative enter- 
prises, and, finally, wholesale failure and ruin. 

There fs war between worker and worker. 

Modern machinery, although inherently of untold blessing to 
mankind, operates as a curse upon tlie toiler under tlie prevailing 
system of individual ownership. It does not lighten the burdens 
of the worker. It does not reduce his hours of labor- it displaces 
him from his employment. The marvelous productivity of the 
machine creates the dread legions of jobless workers, the fierce com- 
petition for a chance to work, and the consequent lowering of wages 
below the living standard. • 

The automatic, almost self-operating, machine makes child and 
woman labor possible and profitable, and the children and wives of the 
workers are drafted into tlie field of industry in competition with 
tlieir fatJicrs and husbands. The more women and children are at 
work in factories the rarer become the opportunities for men to find 
work and the lower become their wages. Child and woman labor 
means lower wages for man. Low wages for men mean more child 
and woman labor, and so the workers move forever in a vicious 
circle of misery and privation. 

There is war between producer and user. 

Business is conducted for profits. The larger the prices of the 
commodity or the higher tlie rate of service the greater, ordinarily, is 
the profit of the capitalist. Hence, the everlasting quarrels between 
tlie seller and the buyer, the landloid and the tenant, the carrier and 
the passenger, the aggressive and inexorable “producer,” and the 
pitiable “ultimate consumer.” 

The individualistic and competitive system of industry is a sys- 
tem of general social warfare; an ugly, brutal fight of all against all. 
It is a mad, embittered race for wealth or bread, without plan or 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on the other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con- 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accomplished, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The apprehension, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him — these, acting like antagonist muscles, regulate the ext'mt of his 
dealings and tlie prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy tliat abundance, while he is guided only by tlie apprehension 
of being undersold; and, on the other hand, an actual or apprehended 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT* 

And there is war between and among the classes. War, some- 
times overt and violent, sometimes concealed and even unconscious, 
but war nevertlielcss. The war is all the more intense and irrepres- 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of tlie hired hand. The smaller the wages the larger 
the profits. The employee works for wages. Wages represent the 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi- 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction. Ilis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

^ Taken by permission from Morris Hillquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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When we turn to the i^roup of busincbses wliich form a trade and 
to the series of trader recjuircd to siipph some sort of eommodity to 
consumers, we still find a rcmaika])lc amount of accurate adjustment. 
If w’e consider the enormous number of minutely divided activities 
required to furnisli London with any of its foial sujiplies, the workinj^ 
of the indiNtnal machinery aiipear'. mm.vekn's Lut heie closer 
inspection show's much greater ii le^aul.a il\ and waste. 'rw'eiU\ 
Im^incsscs arc often (m^s^a^ed in dom.y the uoik which ten, or ecem 
five, could do as well, eonym^tioijs and tei i]'niar) sloppayes of con- 
siderable magnitude occur, theic is a ^tie.U de d of ini s akulation and 
of misdirected encrojy. Tlic econom\ of a toidc structure is evi- 
dently less c.xact than that of a busiiie^> I'lie needs of humanitc 
require, however, that a threat \aiiel\ of li..dcs shall produce, carrv, 
and distrilmtc iimuincrable ymocL in the piopcr jiroportions smuil- 
tancously and continuoiish at ten thousand ditlereiil [ilaees. 'fids 
acliicvcd by the cTablishment of an industrial s\ dem w'hich sets the 
required quantity of land, cmpilal, labour, aiid abdity in operation 
at each point of industry, and causco the new' ilocc of cnqiital and 
labour to repair the waste and to jnaw ide for iqowth. Few of the 
millions enjija^ed in such work know' 01 ( aie .it .d! lor tlie larger purjiose 
\.hich this w'ork selves, 'blie fmmer in \r:.;enlma or Allicrta who is 
jUTparing biead for families in Aiaruhe'^ter 01 Dresden is not con- 
sciously concerned with any step bewond his bargain for delivery of 
the wheat at the elevator or the nearest r.iilioad. 

As we pasi from the single compact biisine-.s to the wider system, 
less and less clear conscious ])ui]jt)se appear^ to animate the system. 
And yet, as we see, a great dc.d of order emerges in tlie working of the 
wliole. Tliis order, however, is attended also by a great deal of dis- 
order. The modern indiHtiial s>,stem as a whole does not exhibit 
anything like the same degree of harmony or economy as is found in 
the single business. Tliis is natural enough. For w'c saw that in the 
business a single control existed and a single dominant purpose, tliat 
of profit-making. Now, in the industiial Mstem as a whole there is 
no adequate central control or jiurpow. To a large extent, indeed, 
linancejconstitutes a sort of central jiower-^tation for the distriliution 
of capital and labour. But its gras}) is veiw })arti.d, and its methods 
are not accurately adjusted to su])})ly the general needs of industry. 
The central purpose, as we see, is tlic regular supj)l_\ of the needs of 
consumers. And it is thi-. })urpo-c wdiich iloe.-) maintain such harmony 
as is found in the industrial system. But the claliorate circuitous ways 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on the other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con- 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accomplished, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The apprehension, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him — these, acting like antagonist muscles, regulate the ext'mt of his 
dealings and tlie prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy tliat abundance, while he is guided only by tlie apprehension 
of being undersold; and, on the other hand, an actual or apprehended 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT* 

And there is war between and among the classes. War, some- 
times overt and violent, sometimes concealed and even unconscious, 
but war nevertlielcss. The war is all the more intense and irrepres- 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of tlie hired hand. The smaller the wages the larger 
the profits. The employee works for wages. Wages represent the 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi- 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction. Ilis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

^ Taken by permission from Morris Hillquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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other mistery. The next stage is marked by the advent of various 
kinds of commercial middlemen, who act, as intermediaries between 
the actual makers in their small domestic workshops and the final 
purchasers, the widening of the market being both the cause and the 
result of their appearance. And, finally, with the advent of costly 
machinery and production on a large scale we have the condition of 
things to which we are accustomed in our modern factories and works, 
where the owners or controllers of capital not only find the market, 
bht organise and regulate the actual processes of manufacture. To 
these several stages it is difficult to give brief designations which 
shall not be misleading. It is common to speak of them as (i) the 
family or household system^ (2) the gild or handicraft system^ (3) the 
domestic system or house industry^ and (4) tlie factory system. But 
we can dispense with labels if we can remember the essential traits. 

12. HOUSEHOLD ECONOMY^ 

The stage of independent domestic economy is characterized by 
restriction of the whole course of economic activity, from production 
to consumption, to the exclusive circle of the household (the family, the 
clan). The character and extent of the production of every house- 
hold are prescribed by the wants of its merfibers as consumers. 
Iwery product passes Uirough the whole process of its manufacture, 
from the procuring of the raw material to its final elaboration in the 
same domestic establishment, and reaches tlie consumer without any 
intermediary. Production and consumption are here inseparably 
interdependent; they form a single uninterrupted and indistinguish- 
able process. The earnings of each communal group are one with 
the product of their labour, and this, again, one with the goods going 
to satisfy their wants, that is, with their consumption. 

In the independent domestic economy the members of the house- 
hold have not merely to gatlier from the soil its products, but they 
must also, by their labour, produce all the necessary tools and imple- 
ments and, finally, work up and transform the new products and 
make them fit for use. All tliis leads to a diversity of employments 
and, be(;ause of the primitive nature of the tools, demands a varied 
dexterity and intelligence of which modern civilized man can scarcely 
form a proper conception. The extent of the tasks falling to the 
various members of this autonomous household community can be 

* Adapted by permission from Carl Blicher, hidustrial Evolution, pp. 89-113. 
(Henry Holt & Co., 1901.) 
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the population may not unnecessarily be put upon short allowance of 
the article, and that, on the other hand, they may be preserved from 
the more dreadful risk of famine, which would ensue from their con- 
tinuing a free consumption when the store was insufficient to hold out. 

It is really wonderful to consider with what ease and regularity 
this important end is accomplished, day after day and year after year, 
through the sagacity and vigilance of private interest operating on 
the numerous class of wholesale and, more especially, of retail dealers. 
Each of these watches attentively the demands of the neighborhood, 
or of tlie market he frequents, for such commodities as he deals in. 
The apprehension, on the one hand, of not realizing all the profit he 
might, and, on the other hand, of having his goods left on his hands, 
either by his laying in too large a stock, or by his rival’s underselling 
him — these, acting like antagonist muscles, regulate the ext'mt of his 
dealings and tlie prices at which he buys and sells. An abundant 
supply causes him to lower his prices and thus enables the public to 
enjoy tliat abundance, while he is guided only by tlie apprehension 
of being undersold; and, on the other hand, an actual or apprehended 
scarcity causes him to demand a higher price, or to keep back his 
goods in expectation of a rise. 

9. PLANLESSNESS AND CONFLICT* 

And there is war between and among the classes. War, some- 
times overt and violent, sometimes concealed and even unconscious, 
but war nevertlielcss. The war is all the more intense and irrepres- 
sible because it springs, not from personal hostility or accidental 
misunderstandings, but from ever-present organic economic causes. 

There is war between employer and employee. 

The employer is in business for profits. Industrial profits come 
from the work of tlie hired hand. The smaller the wages the larger 
the profits. The employee works for wages. Wages represent the 
product of his labor after deduction of the employer’s profit. The 
smaller the profit the larger the wages. The employer must strive 
to maintain or increase his profits under penalty of industrial extermi- 
nation. Ilis personal views and feelings cannot alter the. situation. 
The employee must strive to maintain or increase his wages under pain 
of physical destruction. Ilis personal inclinations do not count. 
Sometimes this antagonism of interests expresses itself in petty bar- 

^ Taken by permission from Morris Hillquit, Socialism Summed Up, pp. 14-17. 
(H. K. Fly Co., 1911, Author’s copyright.) 
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One must not be led away from a proper conception of this eco- 
nomic stage by the apparently extensive use of money in early historic 
times. Money is not merely a medium of exchange; it is also a 
measure of value, a medium for making payments, and for storing up 
wealth. Payments also must constantly be made apart from trade, 
such as fines, tribute-money, fees, taxes, indemnities, gifts of honour 
or hospitality; and these are originally paid in products of one’s 
own estate, as grain, dried meat, cloth, salt, cattle, and slaves, whidi 
pa*ss directly into the household of the recipient. Accordingly, all 
earlier forms of money and, for a long time, the precious metals tliem- 
selves circulate in a form in which they can be used by the particular 
liousehold either for the immediate satisfaction of its wants or for the 
acejuisi tion by trade of other articles of consumption. Those of special 
stability of value are pre-eminently serviceable in the formation of a 
treasure. This is especially true of the precious metals, which in time 
of prosperity assumed the form of rude articles of adornment and 
as quickly lost it in time of adversity. 

Exchange value accordingly exercised no deep or decisive influence 
on the internal economy of the separate household. The latter knew 
only production for its own requirements; or, when such production 
fell short, the jiractice of making gifts with the e.^pectation of receiv- 
ing othei ^ in teturn, of borrowing needful articles and implements, 
ind, if need be, of plundering. The development of hospitality, the 
legiliniizing of begging, the union of nomadic life and early sea-trade 
with robbeiy, the extraordinary prevalence of raids on field and cattle 
among priniitive agricultural peoples, are accordingly the usual 
eoncomitants of tlic independent household economy. 

I'rom what lias been said it will be clear that under this metliod of 
satisfying needs the fundamental economic phenomena must be dis- 
similar to those of modern national economy. Wants, labour, pro- 
duction, means of production, product, stores for use, value in use, 
consumption -these few notions exhaust the circle of economic phe- 
nomena in the regular course of things. As there is no social division 
of labour, there are consequently no professional classes, no industrial 
establishments, no capital in the sense of a store of goods devoted 
to acquisitive purposes. Our classification of capital into business 
and trade capital, loan and consumption capital, is entirely excluded. 
If, conformably to widely accepted usage, the expression “capital” 
is restricted to means of production, then it must in any case be limited 
to tools and implements, the so-called fixed capital. What modern 
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theorists usually designate circulating capital is in the independent 
household economy merely a store of consumption goods in process of 
preparation, unfinished, or half-finished products. In the regular 
course of affairs, moreover, there are no sale goods, no price, no circu- 
lation of commodities, no distribution of income, and, therefore, no 
labour wages, no earnings of management, and no interest as par- 
ticular varieties of income. Rent alone begins to differentiate itself 
from the (return from tlie) soil, still appearing, however, only in 
combination with other forms of income. 

13. STRUCTURE OF A POSSIBLE SOCIALIST STATE 

[Note. — Naturally, no one can give an authoritative description 
of the structure of a possible Socialist state; the selections here pre- 
sented are to be read as a means of securing suggestions concerning 
this structure.] 

A* 

The State is to own the land and the fixed capital — or, to express 
both conveniently in a single phrase, the means of production, produc- 
tion according to economic usage being supposed to include the dis- 
tribution or circulation of products. 

Products in their final shape, in which they are directly con- 
sumable, the State will not own. These it will only keep in its care, 
in public warehouses or magazines or stores, until the workers of all 
kinds send in their claims on them, which claims will be measured by 
the number of hours for which they have worked, and for which 
they will have received certificates or labour cheques or orders to be 
presented against goods in their final consumable form as distinct 
from those intermediate stages in which they would be of no use to the 
holders under collectivism. 

The actual work of production and distribution is to be carried on 
as at present, namely by large groups or co-operatively, but the direct- 
ing head is no longer to be the private capitalist employer. He is to 
be a functionary, a paid official of the State, producing under superior 
direction and not according to his own judgment, with less risk than 
at present, but also with much less chance of making a fortune. It 
is possible that extra merit should be more highly remunerated, but 
the salaries, it is understood, will be very modest indeed as compared 
with those of the successful men in business now. How the manager 

* Adapted by permission from William Graham, Socialism New and Old, 
pp. 154-61. (D. Appleton & Co., 1891.) 
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or leader of industry is to be selected, whether by the suffrages of the 
workers or by the State — and in the latter case whether through the 
secretaries or chiefs of the industrial departments, or in the way it 
now selects officials for the existing branches of the public service — is 
a point on which collectivism does not seem to have made up its mind, 
though its principle, being democratic, leans to the former method. 

So far we have only been concerned with the labour that results in 
material things, whether directly consumable, as food, clothes, houses, 
fuel,* light, furniture, etc., or tlie materials of these in any of their 
previous stages; under production being included by the Socialists the 
very considerable labour of transport, as well as the connected labour 
of distribution. But there is still much labour in the world that is 
important and indispensable. There is all the labour that consists 
in rendering services where no material thing results or is worked 
into more desirable form. There is the labour — often absolutely 
necessary — that consists in doing some services that someone requires, 
the labour of the physician, the schoolmaster, the professor, the 
magistrate, the policeman, the soldier, the domestic servant, or, as 
he or she will be called in the socialist community, the domestic help, 
not to sj)eak of the labour tliat merely ministers to amusement, 
such as that of the actor, the public singer, or theflancer. There is, 
too, the higher labour of the man of letters, of the artist, of the man of 
M ience, so far as he is an original investigator. There is the labour of 
the civil as well as of the military service. How is all this labour to be 
organized under collectivism, and particularly how is it to be paid 
comparatively with productive labour? As to some of it, there is 
no question as res})ects organization, as it is already carried on by 
co-operation or association of efforts, and is paid by the State. Such 
is the case with the work of the soldier, of the sailor of the royal navy, 
and in a less perfect degree with the labour of the civil service in 
general. But there is labour that cannot be carried on by association 
or collective effort — the labour of the medical man, of the lawyer, 
of the literary man, of the artist, etc. These forms of labour cannot 
be organized collectively, but on tlie strict and central principle of col- 
lectivism they should be regulated, rated at their proper value, and 
paid by the State. All kinds of workers are to be State functionaries 
and paid by the State. Theie will be no private enterprise, because, 
if any were allowed, more would probably come and inequality of 
wealth would return from that side. A man will no longer be per- 
mitted, even if he had the means or capital, to open an educational 
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establishment, start a journal, undertake any private business on h 
own account, because the fields of education, journalism, and of s 
business are to be occupied by the State, and no chance will I 
allowed to any private competition. 

Collectivism does not think it necessary to suppress inheritanc 
as under it there would be so comparatively little left to inherit, 
assumes that there would be no fear of a return of the great inequalil 
of the old system from that side. And it permits private property : 
consumable goods and in things quae non consumuntur usu, such ; 
pictures, jewellery, houses, which may be bequeathed, but it so f: 
restricts the right of property that no one will be allowed to make a 
income out of property without work. There must be no lendii 
at interest, or advancing goods on credit to be repaid with interes 
no letting of articles for hire, no leasing for rent, no private settii 
others at work with a view to make a profit out of their labou 
though, apart from this case, there does not seem to be any objectic 
to asking another to do a service in return for an agreed-on paymen 

As to distribution, each will receive in proportion to the amoui 
and kind of his work: the amount to be measured in time, by tl 
number of hours of work of ‘‘average labour,” skilled labour to ra 
at so many time average labour. 

There will be no market in the Socialist kingdom, and no mone; 
Markets and market prices are now useful to adjust supply ar 
demand; this will be unnecessary under collectivism, because tl 
State will do it through labour bureaus and statistics. At prcsei 
markets afford the grand chances to the speculator and the cornere 
who can act on prices for their own profit but to the detriment i 
the public. The speculator and the cornerer, the engrosser (accapa 
eur) of former times, will for the first time receive his effectual quietu 
it is confidently believed, with the suppression of the market. 

Even more important is the suppression of money, of gold, silve 
and their representatives — bank-notes, bills of exchange, etc. It 
easy to some to accumulate money, and thence would come bac 
inequalities; it is not so easy to accumulate consumable good 
In the Socialist State you will get for your work or your sped 
services the desired thing without the instrumentality of gold < 
silver or notes, simply by presenting your labour cheques at tl 
State stores, or in some cases for your services you will get laboi 
cheques directly from the purchaser. The only thing resemblir 
money will be the labour cheque. 
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With money will go all private bankers and bill discounters, who 
now fulfil a useful function in lending at interest to borrowers, pro- 
ductive or unproductive, and in adapting supply of money to demand 
by altering tlie market rate of interest, but who would be unnecessary 
if there was no money, and who, by the power of extending or con- 
tracting their credit, have great power to encourage speculation, which 
sometimes ends in loss and ruin and crises, which would be impossible 
in the Socialist State. 

* As the State will undertake all industry, and will save the neces- 
sary collective capital, there will be no private investments. There 
will be no investment of money (or of labour cheques) at interest in 
companies’ shares. There will be no borrowing by Government at 
interest. There will be no stock or share market any more than 
money market or produce market; no quotations; no buying or 
selling, real or fictitious. The old familiar social types, the banker, 
the stockholder, and the comparatively new ones, the financier, the 
company promoter, the speculator on the Stock Exchange, will 
disappear, as well as the much larger class who live on the interest 
or dividends of their investments. 


Socialism, when analyzed, is found to embrace lour mam elements. 
The first of these is the common ownership of the material instruments 
of production. It is not stated precisely how this common ownership 
is to be brouglit about or exactly what form it is to take. Opinions 
may and do difier about the practical steps which are to be taken to 
secure the desired end and also about the nature of tlie collective 
organization in which this ownership is to be vested. But no one 
can be called a socialist in the modern technical sense who does not 
accept the doctrine of the common ownership of tlie material instru- 
ments of production. The collectivity, that is, society as a whole, 
is to take the place of individuals and private associations of indi- 
viduals as owners of land and capital, in order that the advantages oi 
ownership may accrue to the whole, and not merely to a part of the 
whole. ^ The private receipt of rent and interest in the economic sense 
then ceases, for rent and interest are tlie remuneration of ownership. 

It is said substantially all land and capital, because it is held that 
it is not necessary that the common ownership should be absolutely 

‘ Adapted by permission from R. T. Ely, SocialLm atid Social Reform (6tb 
edition), pp. 9-17 (Thomas Y Crowell Co.) 
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all-inclusive. It is a weakness of the extremists to insist on all- 
inclusiveness in common ownership, which much damages their 
cause. What is necessary is that the collective ownership should 
become dominant in such manner as to control all other ownership 
and confine it within narrow limits. All tlie great instruments oi 
production, like telegraphs, telephones, railways, forests, arable 
lands, and large manufacturing plants, must become collective 
property; but socialism does not imply that it is necessary to restrict 
individuals in tlie acquisition of tlie instruments of production on a 
small scale, for example, a wheelbarrow or a cart. 

The second element in socialism is the common management of 
production. Not only are the material instruments of production 
to be owned in common, but they are to be managed by Tlie collec- 
tivity, in order that to tlie peojile as a whole may accrue all tlie 
benefits of management, that is, all those gains of enterprise called 
profits, as distinguished from interest, and in order that tlie manage- 
ment may be conducted in accordance witli the jiulfiic need rather 
than in accordance with the advantage of private captains of industry. 
Production is to be carried on to satisfy our wants for material things 
and not for tlie sake of private profits. The distinction is undoubt- 
edly a marked one. Production now ceases when those who manage 
it are unable to derive profits therefrom. 

This common management of production means that the collec- 
tivity must furnish work for all who desire it. As Uic socialist state 
assumes the charge of production, leaving only very minor functions 
to individuals, it rests upon it, of course, to make tlie industrial 
society all-inclusive. Plow many could find employment in private 
service it is not easy to say. Under socialism we should expect a 
social organization of medical attendance and the sup[)ly of medicines, 
which would be simply carrying further tendencies already at work; 
and yet some might prefer to einploy private physicians. Should 
the members of the socialistic society be willing to give part of their 
income in return for private medical services, there is no reason why 
they should be hindered in so doing. Similarly, religious services 
might be maintained by private contributions, and in tlie churches 
tliere could be large numbers of preachers outside of public 
employment. Possibly, also, room could be found for remunera- 
tive employment, of a private cliaracter, of a great many persons in 
the aggregate, who would concern themselves with the smaller 
branches of production. Yet if socialism works as well as it is 



INTRODUCTION 


41 


claimed it will, there would naturally be a preference, altogether 
apart from any compulsion, for the public employment. 

The third element is the distribution of income by the common 
authority; that is, the income of society, or the national dividend, 
as it is frequently called; and it is that part of the wealth produced 
by society which may be used for enjoyment after the material 
instruments of production have been maintained and suitably 
improved and extended. The common ownership and management 
of the material instruments of production necessarily result in 
ownership of the national dividend by the collectivity, in the first 
instance, just as now those who own and manage industry have 
the ownership of the products of industry, and from these products 
satisfy the claims of those who have participated in their production. 
It remains for the collectivity to distribute all the wealth produced 
for consumption among all the members of society. 

As there is provision for work for all in the public service, so there 
must be provided an income for all. But this provision of income for all 
reaches even further than tiie ranks of the toilers. There must always 
be in society some who arc physically or mentally incapable of toil, 
and socialism contemplates the provision of an income for these also. 

The fourth element in socialism is private ffl-operty in the larger 
proporliuii of income. It thus becomes at once apparent that 
modem socialism docs not propose to abolish private property. 
Quite the contrary. Socialism maintains that private property is 
necessary for personal freedom and the full development of our 
faculties. The advantages of private property are claimed by the 
advocates of the cxi'.ling social order as arguments for its maintenance; 
but socialism asserts that society, as at present constituted, is unable 
to secure to each one the private property which he requires. Social- 
ism proposes to extend the institution of private property in such 
manner as to secure to each individual in society property in an 
annual income, which shall be, so far as practicable, sufficient to 
satisfy all rational wants and to protect all from those attacks upon 
personal freedom which proceed from the dependence of man upon 
man. Idie instruments of production do not exist for their own 
sake, but for the sake of products for consumption, which again 
have as their destination man’s needs. Now, while private property 
in the instruments of production is to be reduced to its lowest terms, 
it is to be extended and strengthened in the products for the sake of 
which the instruments exist. 
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14. THE ORGANIZATION OF THE KAWEAH CO-OPERATIVE 
COLONY^ 

The Kaweah Colony was founded as a voluntary association in 
I(S85 and became a joint stock company in 1888 under the name of 
the “Kaweah Co-operative Colony Company of California, Limited.” 
'rhe number of members was then fixed at five hundred, applicants 
to be first passed upon by a board of trustees and then admitted 
according to priority of payment of the membership contribution of 
five hundred dollars. The capitalization was fixed at $250,000. 
All land and buildings and all other property except private dwellings 
and personal effects were held in common by the members. A 
controversy with the government over timber holdings interfered 
seriously with the success of the colony. 

The outline subjoined is an ideal rather than an actual achieve- 
ment, although it has been followed in its main lines and underlying 
principles. 

A Model of a Co-operative State, consisting of Divisions (3), each under a 
Manager; Departments (13), each under a Superintendent; Bureaus 
(58), each under a Chief; and Sections, each under a Foreman. 
Divisions: I. Division of Production, II. Division of Distribution, III. Di- 
vision of the Commonweal. 

Division I. (Production) 

(1) Department of Collection: Bureaus: 

I. Fishing, 2. lluniing, 3. Woodmen, 4. Sand and clay collection. 

(2) Department of Extraction* Bureaus: 

I. Metallic extraction, 2. Coal and oil extraction, 3. Lime extrac- 
tion, 4. Slate, stone, marble quarries 

(3) Department of Growing: Bureaus: 

I. Fish culture, 2. Fowl, 3. Insect, 4. Flesh, 5. Forage, 6. Grain, 
7. Vegetables, 8. Fruits, g Fibres, 10. Miscellaneous growing. 

(4) Department of Handicraft: Bureaus: 

I. Bureau of food, 2. Clothing, 3 Shelter, 4. Decorations. 

Division II. (Distribution) 

(5) Department of Transportation: Bureaus: 

I. Freight traffic, 2. Passenger trafl'ic. 

(6) Department of Storage: Bureaus: 

I. Warehouses, 2. Stores. 

(7) Department of Delivery: Bureaus: 

I. Carrier delivery. 

(8) Department of Finance: Bureaus: 

I. General audits, 2. Accounts, 3. Cash, 4. Exchange. 

‘Adapted by permission from W. C. Jones, “The Kaweah Exocrimenf m 
Co-operation,” Quarterly Journal of Economics, VI (1891-92), pp. 73~75. 
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DivrsiON III. (Commonweal) 

(9) Department of Administration: Bureaus: 

1. Legislation: Sections: (a) Referendum, {b) Initiative, (c) Im- 
perative mandate. 

2. Executive: Sections: (a) Assignment of colony labor, (^) Assign 
ment of outside work. 

3. Judiciary: Sections: (a) Court of public dit^pules, (h) Of [)ri\MM 
disputes, (c) Of prizes and rewards. 

^10) Department of Education (Children and Adults): Bureaus' 

1. The Colony Journal. 

2. Physical Culture: Sections, (u) Gymnaslics (Turnvereiii), 
{b) Drill: ‘‘Setting-up," (c) Boxing, fencing, wrestling, {<i) Sw im 
muig, (c) Shooting, archery. 

Mental Culture. (Speech-craft) Sections. 

(u) Scence- Heat, light, sound, motion, mechanics, electric iiy 
chemistry, geology, zoology, mat hematics, geography, hw 
tory, astronomy, languages, philosophy, politics, sociology, 
metallurgy, logic, mcta[)hy.sics, natural justice, or law, 
medicine. 

{h) Literature: Poetry, prose, belles-lettres. 

(c) Art: Music, painting, sculpture, .'ychitccturc, diam.i, 
tragedy, comedy, choral music, the dance, ceremonials and 
festivals, debate, declamation, the band, llower cultuie, 
modeling, drawing, design. 

4 Moral Culture: Sections: To teach the colonists to love cour 
age, lidclity, truth, kindness, purity, generosity, love, self- 
sacrifice, independence, modesty, gentleness, toleration, mercy, 
gratitude, justice, forgiveness, temperance, politeness, honesty, 
conscientiousness, speech-craft, firmness, judgment, prudence, 
perseverance, industriousness; and to hate cowardice, falsehood, 
treachery, infidelity, cruelty, impurity, avarice, niggardliness, 
hatred, .selfishness, servility, vanity, ferocity, bigotry, vindic- 
tiveness, bestiality, indulgence, rudeness, dishonesty, unscrupu- 
lousness, garrulity, weakness, vacillation, rashness, stupidity, 
frivolity, dcsistancc, and l.'iziness. These departments to be 
carried out by kindergarten, lecture, debate, classes, and the 
•press. 

(ii) Department of Public Service: Bureaus: 

I. Public health, 2. Drainage, 3. Fertilizing, 4. Roads, 5. Ditches, 
6. Water supply, 7. Heating, 8. Lighting, 9. Pneumatics, 
10. Post-Office, II. Telegraph and telephone, 12. Cleanliness, 
13. Propaganda. 
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(12) Department of Amusements (should co-operate with the Depart- 
ment of Education) : Bureaus: 

I. Of scientific exhibition, 2. Athletic exhibition, 3. Social amuse- 
ment. There should be constructed for these departments 
elegant, imposing, and artistic structures, which might be called 
the Forum, the Theater, the Amphitheater the Arena, Academe, 
etc. 

(13) Department of Defence: Bureaus: 

I. Fire Department, 2. National Guard. 


E. The Terms Production, Distribution, and Consumption 

15. THE ECONOMIST’S USE OF THE TERMS PRODUCTION, 
CONSUMPTION, AND DISTRIBUTION 

A* 

I. Production— Vxo^wction has been defined as the creation of 
utilities. That man cannot create matter is a familiar truth. All 
that he can do is to rearrange particles of matter so as to create form 
utilities; or move goods from one part of the world to another so 
as to create place utilities; or preserve goods from one period to 
another so as to create time utilities; or, finally, transfer goods from 
the ownership of one individual to that of another so as to create 
possession utilities. Any activity which contributes to the creation 
of utilities in any of these ways is production. 

There are two essential factors in all productive processes: nature 
and man. Nature figures in production as an aggregate of materials 
and blind forces. Acting in conformity with invariable laws, she 
destroys as readily as she creates. Moreover, her productive services 
are always gratuitous to him who has the means and tJie intelligence 
to command them. Man, on the contrar}^, appears as a being 
with conscious purpose. He also destroys — not ruthlessly, however, 
as nature seems to do, but in order to gratify his wants. In pro- 
duction man is the directing, active agent, nature tlie obedient, pas- 
sive agency. Man marshals the materials and productive forces 
which nature supplies in the ways that experience has taught him to 
be best, and he alone enjoys the fruits of productive enterprise. 

Man and nature are the primary factors in production; secondary 
or derived from them is capital^ the products of past industry used as 

* Adapted by permission from H. R. Seager, Principles of Economics 
pp. 55, 122-23. (Henry Holt & Co., 1913.) 
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aids to further production. With the abundant evidence on every 
side of the dominant r 61 e which power machinery and other forms of 
capital play in production as now carried on there is little need to 
enlarge upon the significance of this third factor. To capital is 
chiefly due the efliciency of contemporary productive methods, as 
contrasted with those of one hundred and fifty years ago, and also the 
division of the working population into employers and employees. 
These truths are so familiar to everyone tliat it is not so much the 
imiJortance of capital as the fact that it is not an independent but a 
derivative factor in production that requires emphasis. 

[Note.— I t has become the custom to refer to the factors or 
agents of production as land, labor, and capital. Occasionally a 
fourth, orgaftization, is mentioned.] 

2. Consumption. — Contrasted with production is consumption^ the 
utilization of goods as a means to the gratification of wants. Con- 
sumption furnishes tlie principal motive for business activity. The 
utilization of goods as means to gratification must, for the sake of 
clearness, be sharply contrasted with productive utilization ^ as, for 
example, of fuel or raw materials in manufacturing. Such utilization, 
although sometimes described by the misleading phrase "productive 
consmnption,” is really production itself. It has fiothing in common 
witli consumption except that it, too, usually involves the destruction 
of tlie utilities in the goods uiilized. 

Economics deals with the distribution of wealth among the differ- 
ent classes of which society is composed. 

The most prominent characteristic of modern industrial life is 
that commodities are [)roduccd, as a rule, through the joint efforts 
of many individuals. There was a time when the blacksmith smelted 
his own iron and controlled each stage in the process until the finished 
nail or horseshoe was in the consumer’s hands. Today, probably a 
thousand men have co-operated in the production of even so simple 
an article as a horseshoe. The value thus produced must be distributed 
in some way among the various producers. Those who have con- 
tributed fabor receive wages; those who have contributed capital 
receive interest. What determines how large a share of the total 
value shall go to the laborers, how large a share to the owners of 

* Taken by permission from A. S. Johnson, Introduction to Economics, p. 9. 
(D. C. Heath & Co., 1909.) 
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capital? There are general principles governing this distribution, 
and these form perhaps the most interesting and important part of 
economics. These laws are grouped by economists under the head, 
“The Distribution of Wealth.” 


C* 

The word distribution, in the sense commonly attached to it 
in economic writings, refers to tlie apportionment of the income of 
a community among its several classes and members. Where'/er 
industrial development is in any degree advanced, there are owners of 
capital and of land; there are persons using land and capital, who yet 
are not the owners — tenants and borrowers; there are all sorts of 
workers, ranging in earnings and in social position from the poorly 
paid day laborer to the prosperous professional man and salaried 
manager. What share goes to a person who simply possesses capital 
or land, and what share goes to an individual for his labor, of whatever 
sort — these are among the central problems of distribution. A com- 
mon division of the subject is into four heads, corresponding to four 
groups in the community whose income is supposed to be governed 
by different causes: capitalists, landowners, laborers, and, finally, 
business men or active managers of industrial affairs. The capitalists 
are said to receive interest, the landowners rent, the laborers wages, 
and the business men profits or earnings of management. We need 
not now consider how far this classification is satisfactory; it suffices 
to indicate the nature of the subject. 

i6. THE BUSINESS WORLD’S USE OF THE TERMS PRODUC- 
TION AND DISTRIBUTION 

The meaning of “production” and “distribution” to the busi- 
ness man may advantageously be discussed in connection with the 
accompanying cliart of tlie classification of business activities from 
the point of view of the business manager. It is clear tliat produc- 
tion means to tlie business man primarily the creation of form 
utilities — it refers to the factory end of his business. Distribution 
does not ordinarily mean to him a discussion of rent, wages, inter- 
est, and profits. Ratlier it means the process of marketing his 
goods. Sometimes (generally) it means the whole process, both 
the phase of creating demand for the goods and that of supplying 

‘ Taken by permission from F. W. Taussig, Principles of Economics, II, 3. 
(The Macmillan Co., 1915.) 



INTRODUCTION 


47 


the goods after the demand exists; sometimes it means only tlir 
latter phase, physical supply; sometimes (rarely) it means a minor 
element of physical supply — the transporting of the goods to tlie 
consumer. Mr. A. W. Shaw has charted business activities thus: 


Phases of 
Business 


Production 


Distribution 


Plant activities 


1. Location 

2 . Construction 

3. Equipment 


f I. Material 

Operating activities^ 2. Labor 


[3. Organization 


Demand creation 




Physical supply of 
the goods 


Plant activities 
Operating activities 

1. Plant activities 

2. Operating activities 


Administration 



CHAPTER II 


THE STRUCTURE AND FUNCTIONING OF 
MEDIAEVAL INDUSTRIAL SOCIETY 

A. Problems at Issue 

The structure of mediaeval industrial society is here considered 
primarily in order to furnish a comparative basis for the study of 
our present industrial society.^ From this statement of purpose 
flows the statement of method to be followed in the study. There 
are few facts of the mediaeval or of any other period which do not 
have some bearing, direct or remote, on the industrial life of that 
time. In a rapid survey we cannot hope to canvass all or even a 
large portion of the facts. We must select tliose facts especially 
useful for the particular purpose in view. We shall be interested, 
accordingly, in the factual side of mediaeval industiial society only 
to the extent that the facts are of service in making clear to us tlie 
structure, the organization, the functioning, of that society. We 
shall be interested in the various institutions in the sense that we 
wish to know how they operated— what their functions were. 
We shall be particularly interested in the structures, the organiza- 
tions, the institutions which were the germs of present structures, 
organizations, and institutions; or, on the other hand, in those 
which, by contrast, will serve as a foil better to display present 
features. 

On the factual side we shall discuss the manor, the town, the 
gild, the markets, the fairs, the staplers, the merchant adventurers, 
the church, the open field system, the villein, the freeman, the cottar, 
etc. But these facts must be interpreted. What parts did these 
factors play on the mediaeval stage? How well did they play their 
parts? In so far as they have disappeared, why have they dis- 
appeared? Are the parts being played today by otlier players? 
Was there anything that may be called “commercial organization,’’ 
i.e., a mechanism for the “exchanging” operations of industrial 
society? Was there an industrial organization, i.e., a mechanism 
for the “producing” functions of industrial society? Was there 
social control of industrial and commercial activity? Which of 
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our modern “mechanisms and devices” were present in mediaeval 

society ? Such questions as these will concern us. 

QUESnONS 

1 . What is the justification of starting such a course as this with a historical 
study ? 

2 . Why use England as the illustrative case in our historical study? 
Why not use Japan or Russia or the United States? What is the 
justification of starting the study of England at 1100-1300? Why 

• not begin earlier ? Why not later ? 

3. It has been said that institutions spring up to meet certain needs — 
to perform certain functions. What should you designate as the 
main functions of the vill? In carrying out these functions the vill 
manifested certain characteristics. What main characteristics should 
you list ? 

4. Attempt to estimate what proportion of the economic life of that day 
centered about the vill. 

5. What were the outstanding points of difference between the villein 
and the freeman ? In what ways could the villeins become freemen ? 

6. Who were the cottars ? What is their significance for our purpose ? 

7. Weie there social classes in the vill? If so, do they correspond to 
social classes of today ? If there was a wage-earning class, how was it 
recruited? Was the system typically a wage^Bystem? If not, how 
should you characterize it ? Just what is a wage system ? 

8. “The relation of mediaeval lord and man was a matter of status; 
that of modern employer and employee is an affa^ of contract.” Ex- 
plain. Compare tlie advantages and disadvantages of the positions 
of the mediaeval and modem proletarian. 

g. Give a general account of the life of a mediaeval agricultural laborer. 
Compare the lot of the villein with that of the unskilled workingman 
of today. 

10. Was the lord of a manor more like a modern landlord or a modern 
capitalist ? How did he get his income ? 

1 1. Was there in the vill a landlord class in the modern sense of the terra ? 
Was there a cai)ilalist class? Were there entrepreneurs? Should 
you call the vill system an instance of commercial agriculture or of 
customary agriculture ? What difference is there between the two ? 

12. We read of the “customs of the manor.” Did these customs vary from 
mancr to manor ? Did the customs have much significance ? Cite 
instances. 

13. Why should we inquire into manorial methods of cultivation ? Was 
there anything in the nature of these methods, apart from their cus- 
tomary character, that made it difficult for any one individual to 
change his methods of cultivation ? 
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14. Was there industrial organization in the vill? If so, characterize it. 
Was there commercial organization ? If so, characterize it. 

15. Could the manorial system appropriately be termed one of individual 
exchange co-operation ? One of machine industry ? 

16. Did they know of money in the vill ? Was the vill economy a money 
economy ? What is a money economy ? Did the inhabitants of the 
vill produce for gain ? Does the farmer produce for gain today ? 

17. In the vill, did anything approximating the modern competitive system 
exist ? Was there speculative production ? What do competitive 
system and speculative production mean ? 

18. “The manorial system was an aggregation of like units; modern indus- 
trialism is an integration of a multitude of unlike units into a vast and 
intricate system.” Explain. 

19. Compare the manor or vill with the village of today. 

20. What factors would cause the vill economy to disappear? Answer 
in terms of the functions of the vill. 

21. Begin at this time a process of drawing com{)arisons which should be 
continued throughout your study of the mediaeval period. One 
helpful method is that of stating from various points of view the 
character of the change which has occurred since mediaeval times. 
For example, there has been a change from a subsistence economy to 
a market economy, from customary industry to speculative industry, 
from customary industry to competitive industry, from local self- 
sufficiency to interdependence, from a regime of personal relations to 
one of impersonal relations. Can you add to this list ? 

22. What factors explain the origin of the towns? 

23. The town played a relatively small part in mediaeval economy. Why, 
then, should we devote a considerable amount of time to the discussion 
of town economy ? 

24. What, if anything, does the rise of the town mean with respect to 
money economy, competition, producing for gain, speculative market, 
anonymous production, wage system, commercial agriculture, division 
of labor ? 

25. Had specialization been carried as far in the mediaeval town as in 
the modern town ? Support your answer with evidence. 

26. What were the functions of the gild merchant ? Did the functions 
meet specific needs of the time or was the gild merchant an unnecessary 
organization? Was the gild merchant similar to the modern trade 
union ? Was it similar to the modern association of commerce ? Was 
it similar to a modern employers’ association ? 

27. What was the relation of the craft gild to the gild merchant ? Answer 
for the craft gild the questions in No. 26 above. 

28. What was the relation of the journeyman gild to the craft gild ? Answer 
for the journeyman gild the questions in No. 26 above. 
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39. “The gilds were monopolies.” Were they narrowly dosed monopolies 
or could any worthy person be a member? What dilTerence docs 
this make with resi)cct to your judgment concerning the social useful- 
ness of the organization? 

30. “The gihls were monopolies. They had to be and for precisely the 
same reason that tlie government of any country is a monopoly. Its 
sway must be undisputed.” Is there any jus( ihc.ition for this position ? 

31. “The gilds were very important agencies of social control.” List the 
services they rendered in this respect. 

32. * Was there in the mediaev.d gilds anything in the nature of a joint 

stock or any associated trading on the i)art of the craft as a body? 
Do we have organizations which have such features today ? 

33. “The craft gild ordinances arc interesting as an early attempt to 
overcome certain evils of anonymous production [the producer not 
being known to tlic consumerj ” What docs this mean? Just what 
regulations arc in i)oint ^ Do we have anonymous i)roduction today ? 
If so, arc there any moderti attempts to meet this condition^ 

3P “As we should expect, the doctrine of (dveat cnipior first appears in 
the cloth industry.” W’liat is this doctiine? Why should it ever 
have appeared ? Why did it appear first in the cloth industry? 

35. What factors made for the disappearance of the gild merchant? Of 
the craft gild ^ An.swcr 111 terms of the functions of the gilds. 

36. “The simple gild merchant passed off the stag! when economic life 
became too complex for it.” Explain. What took the place of the 
gild merchant ? 

37 “The market for which the gildsman produced was very different from 
the market for which the modern business manager produces.” Cite 
the outstanding diffeiences. Which of these differences may be inter- 
preted as subheads under the characterization of the modern market 
as speculative? 

3<S ‘‘To use modern terms, which were meaningless then, the gildsman 
was at once employer and workman, capitalist and laborer.” Com- 
pare the ‘ Labor problems” of gild ami modern industrial economy 
Could labor unions have grown up in the mediaeval town ? What 
docs your answer imply with respect to the conditions which give rise 
to labor unions ? 

39. “Apprenticeship was a system of business education. It trained 
the worker with respect to the internal problems of business— i.e , 
those*having to do with production, marketing, and administration. 
It also trained with rc.spect to the external problems of business — i.e 
those having to do with the relationship of the business and of the 
business manager to the rest of organized society.” Why has appren- 
ticeship broken down ? What agencies are today carrying on its work 
with respect to business education ? 
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40. Was there “industrial organization” in the “industrial plants” of the 
craftsmen ? If so, describe its structure and then characterize it. 

41. Have we today any producers who may be said to be survivals of the 
handicraft system of industry ? 

42. “Life in the thirteenth and fourteenth centuries was corporate rather 
than individual.” Explain. Was this true only in the town ? What 
did we find to be the situation in the manor with respect to 
individualism ? 

43. “The relations between producer and consumer were personal in ,the 
mediaeval period. Today they are impersonal.” Explain and 
illustrate. Can you cite other fields in which personal relations have 
yielded to impersonal relations? “We need to develop an impersonal 
code of ethics.” How does this follow ? 

44. “The mediaeval merchant was not the specialist he later became ” 
Explain. 

45. Characterize the means of transportation and the means of trans- 
mission of ideas in mediaeval England. 

46. In his History of Commerce^ Day tells of a “glover who was traveling 
to market [1499] and was drowned with his horse in a pit which a 
miller had dug to get clay from the road. A court acquitted the miller 
on the ground that he had no malicious intent and really did not know 
of any other place where he could get the kind of clay he wanted.” 
What would a modern court decide? What is the significance of 
this story for purposes of this study ? 

47. Draw up a comparison of the market and the fair. We have today 
institutions bearing these names. Arc they derived from the mediaeval 
institutions? If so, have they retained their old functions? 

48. “Markets and fairs represent a phase of commerce which can best 
be described as periodic.” Explain. How should you characterize 
the modern phase of commerce ? 

49. Discuss the commercial organization of the towns. Was the trade in 
the towns along modern lines, such as wholesale and retail trade? 
Did they have stores? Were certain streets of the towns given 
over to certain industries? Had occupations been definitely differ- 
entiated ? 

50. Who were the pedlars? What kind of goods did they sell? Who 
were their customers ? 

$1. Indicate the relative importance of the fair, the market;* and the 
pedlar in the commercial organization of the time. Do these agencies 
play as prominent a part today as they did in mediaeval times ? If 
not, why not ? 

52. Outline the hindrances to international trade. What were the con- 
sequences upon the size and character of that trade ? 
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53. The merchants of the staple: (a) What were their functions? (b) 
What were the significant features of their organization? Answer 
the same questions for the merchant adventurers. 

54. “The staplers and merchant adventurers combined the essential ele- 
ments of the gild and of the fair.” Is there any truth in this 
statement ? 

55. Why should the merchant adventurers have been given a monopoly ? 
Could any successful merchant have joined them? If so, did they 

^ have a monopoly ? Is the case parallel to that of the gilds ? Is it 
parallel to our modern patents and copyrights ? 

56. Work out a series of propositions characterizing mediaeval currency. 
What is the relation of the modern banker to the mediaeval money- 
changer ? 

57. What was the law merchant? Whence came it? In what sense was 
it international law? What, if anything, do we owe to the law mer- 
chant ? 

58. Draw up in parallel columns a comparison of mediaeval and modern 
trade. 

59. Show why the lack of commerce requires small groups of people to 
produce everything for themselves and w'hy this self-sufficiency in- 
volves a low standard of bving. 

60. Why were financial panics, commercial crises, ^ind industrial depres- 
sions unknown in mediaeval England ? What was the nature of 
economic disasters which mediaeval i)eoplcs had to fear ? 

61. Is commerce aided by standardized and predictable conditions? 
What part should you expect commerce to play in facilitating the 
enlargement of the political unit ? in suppressing local disorder ? 
in rendering social arrangements more certain ? in standardizing legal 
codes ? in preventing war ? 

62. Much discussion goes on today concerning “price maintenance.” 
What docs this mean? Could such a discussion have arisen in the 
mediaeval period ? 

63. Discuss the agencies and methods of .social control of mediaeval Eng- 
land. Did custom play a part ? law ? codes of ethics ? religion " 
public opinion ? voluntary organizations ? government ? In so far 
as these did play a part, try to estimate their relative importance. 
Do they have the same relative importance today ? 

64. Shouid you say that the social control of the mediaeval period was 
mainly conscious or mainly unconscious control ? 

65. Control of industrial affairs in the mediaeval period may be character- 
ized by the propositions: (a) the control was customary, {b) the control 
was local.” Is this true? Does this apply to the regulations con- 
cerning forestalling, engrossing, and regrating ? 
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B. Manorial Economy 

17. FUNCTIONS OF MEDIAEVAL SOCIAL ORGANISMS' 

There was a time when a vast number of Englishmen hardly had 
reason to look beyond their village or their town, and only came 
occasionally into conscious contact with the world outside. The 
prosperity of their own village or their own town was all that con- 
cerned tliem then, wliereas all of us now, for the very bread we eal, 
ar^ affected by tlie state of trade between England and other lands. 
In the twelfth centuiy', for almost all tlie purj)()ses of life, tlie village 
or the manor was by far the most important of these social organisms, 
when few towns existed and when national ties were of the slightest. 
As in course of time towns grew up, they became the important 
centers of trade and of industry; the stream of progress, instead of 
flowing along the narrow channels of village life, can be most readily 
observed in the largi'r life of the towns. Idiey, in tlicir turn, fell into 
the background, as national regulation and national institutions 
became more powerful to w'atch over and to promote common national 
interests. 

Each of these dilTerent forms of social organization has been 
required to serve different purposes. Their powei’^ have been brought 
into [)lay 'a) to secure the subsistence, {b) to proxide for the defence, 
ind (c) to regulate the activities of the persons who compose them; 
and in the discharge of each of thc.se functions they have had to deal 
with questions tliat arc really economic. This is ol)vious in regard 
to the means of human life, w'hctlicr they are procured by agriculture, 
by industry, or by trade. It is also clear that the necessities of defence 
involve military obligations or taxation, and tliat the military system 
must be taken account of in its fiscal aspects. Similarly, legis- 
lative and judicial administration control the conditions under which 
industry is carried on and lay down the rules by which it is regulated 
All these sides of social life have some economic bearing, and eacli of 
them must be at least alluded to in an industrial history which deal.^ 
with these various groups in turn. 

' Adapted by permission from W. Cunningham and E. A. McArthur, Oulhnes 
of English Industrial History, pp 28-29. (The Macmillan Co., 1895.) 
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i8. DESCRIPTION OF A MANOR* 

Now, in these manors, the central feature would be the dwelling 
of the lord, or manor-house. It was substantially built and served 
as a court-house for the sittings of the court baron and the court leet. 
If the lord did not live in it, his bailiff did so, and perhaps the lord 
would come occasionally himself to hold these courts, or his bailiff 
might preside. Near the manor-house generally stood the church, 
often large for the size of the village, because the nave was frequently 
used as a town-hall for meetings or for markets. Then there would 
be the house of the priest, possibly in the demesne; and after these 
two the most important building was the mill, which, if there was 
a stream, would be placed on its banks in order to use tlie water-power. 
The rest of tlie tenants generally inhabited the principal street or 
road of the village, near tlie stream, if one ran through the place. 
The average population of an eleventh-century village must have been 
about 150 persons. The houses of tliese villages were poor and dirty, 
not always made of stone, and never (till the fifteenth century) of 
brick, but built of posts wattled and plastered with clay or mud, 
with an upper story of poles reached by a ladder. The articles of 
furniture would be very coarse and few, being necessarily of home 
manufacture; a fdW rafters or poles overhead, a bacon-rack, and 
agricultural tools being the most conspicuous objects. Chimneys 
were unknown, except in the manor-houses, and so too were windows, 
and the floor was of bare earth. Outside the door was the “mixen,” 
a collection of every kind of manure and refuse, which must have 
rendered the village street alike unsavoury, unsightly, and unwhole- 
some. 

It is necessary, in order to complete our sketch of the manorial 
system from the time of tlie Conquest onwards, to understand how 
the land was divided up. We may say that there were seven kinds 
of land altogether, (i) First came the lord’s land round about the 
manor-house, the demesne land, which was strictly his own, and 
generally cultivated in early times by himself or his bailiff. All other 
land held by tenants was called land in villenage. (2) Next came 
the arable land of tlie village, held by the tenants in common fields. 
Now these fields were all divided up into many strips, and tenants 
held their strips generally in quite different places, all mixed up in 
any order. The lord and the parson might also have a few strips in 

* Adapted by permission from H. de B. Gibbins, Industry in England, 
pp. 80-85. (Methuen & Co., Ltd., 1896.) 
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these fields. There were at least three fields, in order to allow the 
rotation of crops. Each tenant held his strip only till harvest, after 
which all fences and divisions were taken away, and the cattle turned 
out to feed on the stubble. (3) Thirdly came tlie common pasture, 
for all the tenants. But each tenant was restricted or stinted in the 
number of cattle that he might pasture, lest he should put on too 
many, and thus not leave enough food for his neighbours’ cattle. 
Sometimes, however, we find pasture witliout stint, as in Port Meadow 
at Oxford to this day. (4) Then comes the forest or woodla}id, as in 
Estone, which belonged to the lord, who owned all the timber. But 
the tenants had rights, such as the right of loj)ping and topping certain 
trees, collecting fallen branches for fuel, and tiie right of “pannage,” 
i.e., of turning cattle, especially swine, into the woods to pick up what 
food tliey could. (5) There was also in most manors what is called 
waste, i.e., uncultivated land, affording rough pasture, and on which 
the tenants had the right of cutting turf and bracken for fuel and 
fodder. Then near the stream there would be perhaps some (6) 
meadow land, as at Cuxham, but tliis generally belonged to the lord, 
who, if he let it out, always charged an extra rent (and often a very 
high one), for it was very valuable as affording a good supply of hay 
for tlie winter. Lastly, if the tenant could afford it and wanted to 
have other land besides the common fields, where he could let hi^ 
' attle lie, or to cultivate the ground more carefully, he could occupy 
(7) a close, or a portion of land specially marked off and let separately. 
The lord always had a close on his demesne, and the chief tenants 
would generally have one or two as well. The close land was of 
course rented more highly than land in the common fields. 

Such, then, was the manorial village and the manorial system 
generally in the eleventh century, and thus it lasted for two or three 
centuries more. But in the course of time it died out, though sur- 
vivals of it last even to our own day. 
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would come occasionally himself to hold these courts, or his bailiff 
might preside. Near the manor-house generally stood the church, 
often large for the size of the village, because the nave was frequently 
used as a town-hall for meetings or for markets. Then there would 
be the house of the priest, possibly in the demesne; and after these 
two the most important building was the mill, which, if there was 
a stream, would be placed on its banks in order to use tlie water-power. 
The rest of tlie tenants generally inhabited the principal street or 
road of the village, near tlie stream, if one ran through the place. 
The average population of an eleventh-century village must have been 
about 150 persons. The houses of tliese villages were poor and dirty, 
not always made of stone, and never (till the fifteenth century) of 
brick, but built of posts wattled and plastered with clay or mud, 
with an upper story of poles reached by a ladder. The articles of 
furniture would be very coarse and few, being necessarily of home 
manufacture; a fdW rafters or poles overhead, a bacon-rack, and 
agricultural tools being the most conspicuous objects. Chimneys 
were unknown, except in the manor-houses, and so too were windows, 
and the floor was of bare earth. Outside the door was the “mixen,” 
a collection of every kind of manure and refuse, which must have 
rendered the village street alike unsavoury, unsightly, and unwhole- 
some. 

It is necessary, in order to complete our sketch of the manorial 
system from the time of tlie Conquest onwards, to understand how 
the land was divided up. We may say that there were seven kinds 
of land altogether, (i) First came the lord’s land round about the 
manor-house, the demesne land, which was strictly his own, and 
generally cultivated in early times by himself or his bailiff. All other 
land held by tenants was called land in villenage. (2) Next came 
the arable land of tlie village, held by the tenants in common fields. 
Now these fields were all divided up into many strips, and tenants 
held their strips generally in quite different places, all mixed up in 
any order. The lord and the parson might also have a few strips in 

* Adapted by permission from H. de B. Gibbins, Industry in England, 
pp. 80-85. (Methuen & Co., Ltd., 1896.) 
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in the cultivation of their own holdings. It is true that in most 
cases the services of the freeholders were lighter than those of the 
villains; sometimes, indeed, they performed none at all, but very 
often the labor supplied and the dues paid by the members of the 
two classes differed neither in quantity nor quality, so that to dis- 
tinguish the status of these sons of toil, whose lives ran so nearly in 
the same channel, was no easy matter. And yet a difference of 
condition there was: The essence of villain status consisted in the 
subjection of the person and the personalty of the villain to the un- 
certain will of his lord, a subjection that manifested itself in three 
ways. 

First, the villain was bound to remain on the manor till his lord 
consented to his departure. 

Second, he was bound to render service to his lord in Llie manner 
and to the amount that his lord should command. 

I’hird, he was bound to surrender to his lord any or all of his per- 
sonalty, if his lord saw fit to seize it. 

It is true that in the thirteenth century this subjection was in 
large measure limited by the custom of the manor, but there still 
remained a considerable uncertainty as to the disposal the lord might 
make of his villain’s person and possessions. Si long as this uncer- 
tainty existed, it was impossible for the king’s court to determine the 
degree of a villain’s subjection; and, as a consequence of extreme 
importance the only protection against his lord that the law of the 
realm afforded him was protection “in life and limb.” Jlis lord might 
not kill him nor maim him, but he might beat him, confine him, eject 
him from house and home, or otherwise di.si)ose of his person as 
caprice dictated, and the law would afford no remedy. In spite of 
the outward similarity, therefore, between the condition of many 
freemen on the manor and that of villains, the difference between 
them in reality was great. 

Of the three obligations perhaps the most important was the 
villain’s obligation to remain on the manor. He was adscriplus 
glebae, bound to the soil. It does not seem, however, to have been 
very difficult in the latter part of the thirteenth century for a villain to 
obtain tlie necessary permission if he wished to go away. A small 
payment, known as “chivage” or “head-money” would suffice to 
secure the lord’s consent. The pettiness of the sums paid as chivage 
shows that as a rule the restrictions imposed by his status on a vil- 
lain’s freedom of movement were almost nominal; the real restriction 
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* Adapted by permission from H. de B. Gibbins, Industry in England, 
pp. 80-85. (Methuen & Co., Ltd., 1896.) 
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But it was not left to the lord in such a case to determine whether the 
villain had failed in his duty, that was decided in the manorial court, 
where the villains tliemselvcs acted as judges and stated and inter- 
()rctcd the manorial custom. It was only after the lord had brought 
suit and obtained judgment that custom warranted him in depriving 
the villain of his goods for neglect of duty. 

Now, the lord benefited little from the villain’s presence on the 
manor, unless he received from him goods or labor. Since, then, the 
o(fcasions when he seized tlie villain’s goods were few and fixed by a 
custom that he seldom ventured to transgress, it is obvious tliat tlic 
institution of villainage was chiefly intended to insure an abundant 
supply of labor for the cultivation of tlie demesne, labor that was 
regarded, however, only as a return for land assigned to the villain 
for his own use. In tlie accounts that give a description of the work- 
ing of the manor from year to year we do not find villains rendering 
labor if they held no land. But, on the other hand, we do find men 
on the manor holding land who yet rendered no labor. In practice, 
therefore, whether the tenant worked for his lord or not depended 
on the nature of his tenure and not on his status. 

That tenure tlirough which the lord derived the greater part of tlie 
labor he needed was known as Customary Teiiidb, Villain Tenure, or 
Tenure in Villainage, in villcnagio. Other words were sometimes 
used. The tenant might be said to hold native or in servitute or in 
bondagio, but these seem all to have meant exactly the same thing. 
The essence of this tenure was that the tenant performed villain 
services; and the dilTcrence between these and the services of a free- 
holder consisted, as has been indicated above, not in their character 
nor in their amount -for the freeholders sometimes performed as 
much agricultural labor for the lord as the villains— but in their 
uncertainty. The typical tenant in villainage did not know in the 
evening w^hat he would have to do in the morning; he might know tlie 
amount of labor that w^ould be required of him, but he did not know 
how it would be applied. 

In speaking of these predial services one thing should be especially 
emphasized: the amount of labor due from land held in villainage 
differed greatly on different manors. Why this should have been so 
it is often impossible to say with certainty. Greatly, however, as 
the custom of one manor varied from that of another in this regard, 
it was understood on each before the thirteenth century ended hov^ 
much labor a villain holding land there should be called on to do. 
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Such was the nature of villain services in which the essence of 
villain tenure consisted. Following from their one-time uncertainty 
was a characteristic of the tenure of great practical importance: 
it was not protected in the king’s court. To the freeholder the law 
of the realm afforded protection in the possession of his land; to the 
tenant in villainage, if he was ejected from his holding, whether he 
was a freeman or a villain, the law gave no redress. And, in fact, 
the tenure of customary land, as that held by villain tenure was 
called, was not so precarious as a mere statement of the law might 
lead us to suppose. Against all except the lord the tenant found 
protection in the manorial court. The lord himself, of course, this 
court could not bind, and it sometimes occurred that he seized the 
villain’s land, a proceeding for which there was no remedy unless it 
were in riots and insurrections. But such occurrences were rare. 
The lords maintained, but seldom exercised, the right to eject their 
villains so long as the services were duly rendered and the tenements 
were not wasted. The same binding force of the manorial custom 
that protected the villain in his person and his personalty gave him 
protection also in the possession of his land. 

21. THE CGTTERS AND THEIR SIGNIFICANCE' 

The lower class of villeins, the cotters, may have descended some- 
times from virgaters in the physical sense, but it is not likely that the 
two classes had originally common obligations and similar holdings. 
A very considerable force made for persistency of the t3q3ical vir- 
gate, and it appears that the small holdings of the cotters did not 
usually consist of acre strips in the common fields. They were 
“crofters and holders of plots,’’ and had “a very important part to 
play in the economic life of the manor.” It seems probable that their 
position originated in three ways. First, manumitted slaves may 
have been established on small patches of land and more occasionally 
endowed with a few odd acres in the fields. Secondly, similar pro- 
vision was made in all probability for the overflow of virgate house- 
holds. Thirdly, it is likely that at the original settlement where the 
choice lay between enslaving conquered Welshmen and subjecting 
them to service and rent the latter alternative was preferred, but 
that they were not given full virgate holdings. As regards their 
economic importance in the manorial system the following points 

'Taken by permission from H. 0 . Meredith , oj the Economic History 
of England, pp. 38-39. (Sir Isaac Pitman & Sons, Ltd., 1908.) 
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should be noted: (i) Their dissociation from the scheme of co- 
operative ploughing on the demesne made their enfranchisement a 
matter of comparatively small moment to the manorial economy. In 
their position there was naturally an element of labour-fluidity, just as 
there was an element of labour-rigidity in the position of the virgaters. 
(2) It was impossible for them to live ofl their small plots and pay 
their rent and tlie money commutation of their labour service.'^. 
Hence tlieir class is the natural origin of three other classes whose 
impe)rtance increased as time went on: (a) agricultural wage labour- 
ers; (b) village artisans working for local demand; (c) manufacturers 
working for an extra-local market. 

22. THE INDUSTRIAL ORGANIZATION OF THE ^lANOR' 

How the lands were actually cultivated we have little informa- 
tion, but Pleiads statements as to the duties of baililT and reeve aflord 
some glimpses into a system of common cultivation, which had prob- 
ably not varied in its main features for centuries. The writer of 
Fleta describes each manor belonging to a great lord or corporation 
as managed by three offleers— a steward, a bailifl, and a reeve. The 
steward, or seneschal, was not strictly a manoiial ofiicer, but the 
lord’s representative over a number of manors, and his chief duty, 
besides a general control of the bail ills, was to hold the manorial 
courts. But in order to perform these administrative duties properly 
he must be acquainted with the condition of each manor. He should 
ascertain, says Fleta, the customary services due from each tenant, 
find out if any has sold his holding without permission, and, if so, 
who was bailifl at the time and reqionsible. He should know the 
number of acres to be ploughed and the amount of seed necessary for 
sowing, lest his master be defrauded by “cheating reeves”; he should 
know also how many tenants’ ploughs should help in tilling the 
demesne and how often they were to be furnished. Above all, he must 
watch the conduct of the bailiffs, to see that they do not abuse their 
power or injure their master’s interests. It was doubtless only great 
proprietors who had stewards; the lord of a single manor, living in 
the village^ could himself hold the courts and keep the bailifl in check. 

The bailifl was the resident representative of the lord in the 
manor and was especially charged witli the cultivation of the demesne. 

* Adapted by permission from W. J. Ashley, An Introduction to English Eco- 
nomic History and Theory: The Middle Ages, pp. 9-13. (Longmans, Green, & Co., 
1892.) 
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“The bailifi should rise early in the morning, and see that the plough- 
teams are yoked; and then he should walk round and inspect the 
tilled fields, woods, meadows, and pastures. Then he should visit 
the ploughs at their work, and take care that the oxen are not unyoked 
till a full day’s work has been done.” He is to direct the reaping, 
mowing, carting, and other work; to see that the land is properly 
marled and manured; to prevent the horses being overworked; and 
to watch the threshers in tlie barn. 

The reeve, on the otlier hand, is represented as a sort of foreman 
of the villagers. He was, according to Fleta, to be chosen by the 
villata, or body of villeins, as the man best skilled in agriculture, and 
to be presented to the lord or his steward for his acceptance. Respon- 
sible to tlie lord for the due performance of the villein services, he was 
yet regarded as the representative of the villeins, and on tlieir behalf 
he “kept a tally of the day-works, and reckoned them up with the 
bailiffs at the end of the week.” He was to see that the demesne 
and villein ploughs were set to work early; that the land was properly 
sown, and not too lightly; and that it was well manured. It may, 
indeed, be doubted whether tlie description in Fkla actually corre- 
sponded with the general practice --whether there were in fact both 
a bailiff and a ree\^ on every manor. It is more likely that this was 
a lawyer’s generalization, never really true, or that, if it ever had been 
true, it was already, by the time the book was written, ceasing to be 
so. For certainly, at the beginning of the fourteenth century there 
seems to have been usually only one person superintending the 
cultivation of the manor, who was indifferentl}' called reeve or bailiff. 
But this person clearly performed much the same duties as are 
ascribed to the bailiff in Flela, so tliat we need not doubt the general 
correctness of the picture of co-operative agriculture there given to us. 

23. MANORIAL METHODS OF CULTIVATION' 

The intermixture of strips was due to the presence of a strong 
element of communalism in the mediaeval village in which the 
principle of private ownership of land received ample recognition, 
but the free play of individual enterprise and initiative was obstructed. 
This communalist side of village life found further expression in the 
system of joint husbandry. Mediaeval tillage was co-operative in 
character, and all the principal operations of agriculture were carried 

‘ Taken by permission from E. Lipson, The Economic History of England. 
The Middle Ages, pp. 66-69. (A- & C. Black, Ltd., 1915.) 
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on in common. Indeed, the association of all the tenants in the open 
fields in a general partnership was rendered necessary, in any case, 
by the fact that a peasant would seldom possess suOicient oxen to 
do without his neighbours’ assistance. Accordingly the villagers 
worked together, ploughing and reaping every strip as its turn came 
round. On tlie other hand, the produce of the strips went to the indi- 
vidual owners, for rural life was only communistic in one direction. 
There was co-operation for purposes of ))roduction, but there was no 
comTnunistic division of tlie produce and no general sharing out of the 
crops among those who had taken part in the woik. 

However the practice of strip-holding may have originated, 
there can be little question as to the inconvenience of a system of 
intermixed ownership. It was wasteful, unsystematic, and in every 
way bad economy. It is difficult to understand how a mediaeval 
farmer could attend to his land with efficiency when it was scattered 
over the whole village area. Instead of a compact projicrty he was 
responsible for a crowd of disjointed plots, and proper supervision 
became hopelessly impossible. Much valuable time was lost in 
moving about from one strip to another, and a careful farmer was 
also hampered by oth.cr difficulties. It was largely labour thrown 
away to clean the soil when he was at the merc)f of unthrifty and 
cai 'dess neigh) tours, from whose untidy strips the wind readily carried 
the -.eed of thistles to his own. Time again was wasted in quarrels 
between the owners of coterminous strips over alleged encroachments 
on one another’s land, for the grass balks were no barrier to trespassers. 
But the chief drawback of the common fields was that they bound the 
cultivator to a system of common tillage. The eomtiulsory character 
of mediaeval husbandry affected all strip-holders alike, whether the 
lord of the manor, or the freeholder with rights jileadablc in the king’s 
courts, or the serf annexed to the soil. No one was free to manage his 
own land in his own way. The individual farmer was consciously 
subordinated to the general will, and private interests were sacrificed 
to the superior weal ” of the community. Every villager had a voice 
in the communal management of the whole village territory, but he 
was denied complete individual control over his own acres. Cus- 
tomary rules regulated primitive farming, and traditional practices 
became stereotyped. Agricultural operations and the concerns of 
agrarian life were determined upon by the community as a whole: 
the rotation of crops and the regulation of tlie ploughing, the sowing, 
and the reaping, the allotment of meadows and the treatment of the 
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common waste, the rules for fencing and removal of hedges, the 
decisions as to rights of way over the ^‘communal fields,” and the 
maintenance of roads and paths. All this left little room for inno- 
vation or change, and the more enterprising farmer, tied hand and 
foot by the tyranny of custom and his dependence upon his neigh- 
bours, was not allowed to use his land to the best advantage. The 
culture of open fields afforded no scope for the exercise of special skill 
and no opportunity to try experiments. The husbandman had to 
plough and reap at tlie appointed times and work in accordance with 
time-honoured principles, however obsolete and futile. The system 
of intermixed holdings and the practice of co-aration largely help 
to explain why mediaeval husbandry remained for centuries so back- 
ward. 

On the other hand, it is fair to remark that mediaeval agriculture 
was not altogether without its compensations. It served at any rate 
to prevent cxce^^sive negligence, for a definite standard of tillage could 
be maintained where every peasant worked under the eyes of his 
neighbours, and was subjected to the unremitting supervision of the 
manorial officials. Moreover, village life in the Middle Ages, in spite 
of a certain isolation and self-dependency, was much exposed to the 
disturbances of wir. The tiller of the soil was often summoned away 
from tlie plough to meet his country’s enemies, or to fight the king’s 
quarrels with a turbulent nobility, and the fields were then abandoned 
to the care of those who remained at home. This would favour a 
system of joint husbandry and indeed render it an indispensable 
condition of tillage. But the real merit of the open-field system lay 
in the advantages it afforded to the small farmer and the rural labourer. 
Where the system of scattered ownership prevailed, every labourer 
enjoyed an opportunity to occupy a few acres of land and so attain 
some degree of economic ijidcpcndence; every cottager could strive 
to improve his position, adding strip to strip as economy and thrift 
enlarged his scanty resources; while, above all, rights of common 
proved an invaluable provision for poor and struggling villagers. 
The result of the enclosing movement, on the other hand, was 
ultimately to divorce the labourer from ownership of the soil, to 
develop the growth of large farms, to accumulate land in the hands 
of the few, and to drive the rural population from the country into 
the towns. 
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24. CHARACTERISTICS OF THE MANORIAL GROUP* 

The fundamental characteristic of the manorial group, regarded 
from the economic point of view, was its self-sufficioicy, its social 
independence. The introduction of new tenants from outside was 
indeed always possible, either to take the place of villeins who had 
died without children, or to occupy portions of the demesne or waste. 
Hut it was probably very rare; the same families tilled the village 
fields from father to son. Each manor had its own law courts for 
l h*e maintenance of order. Then, as now, every village had its church ; 
with this advantage or disadvantage, whichever it may be reckoned, 
a', compared with modern times, that the priest did not belong to a 
dihercnt social class from his parishioners. Indeed, in perhaps one- 
half of the villages, he was as poor as most of them: for when the 
advowson belonged to an ecclesiastical body, the patrons took to them- 
selves the titlies, and appointed a vicar who had often to be contented 
with the altar-dues for his subsistence, so tliat he was glad enough 
to get a few acres and add to his income by joining in the common 
agriculture. 

The village included men who carried on all the occupations and 
crafts necessary for everyday life. There was always a water mill 
or a windmill, wTich the tenants of the manoi*wcre bound to use, 
ria) ing dues which formed a considerable fraction of the lord’s income. 
Vgain and again we find the lord’s servants seizing the liandmills of 
which the tenants had dared to make use in dctiinicnt of his rights. 
For a long lime the lords kept the mills in their own hands, under 
the care of baililTs, making what profit they could thereby, but in the 
tw'elfth century it began to be the practice to let the mill to one of the 
villeins at an annual rent, or ferm. Many villages, though not all, 
had their own blacksmith and carpenter, who probably were at first 
communal officers, holding land on condition of repairing the ploughs 
of the demesne and of the villagers; though in the course of the thir- 
teenth and fourteenth centuries this service also came to be commuted 
for money, and the craftsmen received pay for each piece of work. 
Another village officer, wffio sometimes a{)pcars as holding land in 
virtue of his high office, was the pounder. 

The village “general shop” had not yet come into existence; in 
many places it did not appear until the present century; partly 

' Adaj)tcd by i)crmihsion from \V J. Ashley, An Iniroduciion lo English E.co- 

lli^^iory iind Theory : The Middle Ages, \)[i 33 37 (Longnuiis, Green, & Co., 
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because many of the wants which it meets were not yet felt, partly 
because such wants as were felt were supplied either by journeys at 
long intervals to some distant fair or market, or by the labour of tlie 
family itself. The women wove rough linen and woolen cloth for 
clothing; the men tanned their own leather. 

Thus the inhabitants of an average English village went on- 
year in, year out — with the same customary methods of cultivation, 
living on what they i)roduced, and scarcely coming in contact with the 
outside world. 1110 very existence of towns, indeed, implied that the 
purely agricultural districts [)roduced more than they required for 
their own consumption; and corn and cattle were regularly sent, even 
to distant markets, by lords of manors and their bailiffs, in increasing 
quantities as the great lords or corporations came to desire money 
payments instead of payments in kind. But the other dealings of the 
villagers with the outside world were very few. First, there was the 
purchase of salt, an absolute necessity in the mediaeval world, when 
people lived on salted meat for five months in tJie year. The salt 
most commonly used came from the southern coast, especially Uie 
Cinque Ports, where it was made by the evaporation of sea water. 
The West of England drew large supplies from the salt-works at 
Droitwich, belonging to Worcester Priory. There was a large impor- 
tation also of salt of a better quality from Guienne. Secondly, iron 
was continually needed for the ploughs and other farm implements. 
It was to be had both of home manufacture, especially from the weald 
of Sussex, and of foreign importation, chiefly from Spain; and it was 
bought at fairs and markets. It was the general practice for the 
bailiff to make large purchases of iron and keep it in stock, handing 
over to the blacksmith tlie necessary quantities as they were needed 
for the repair of tlie lord^s ploughs. A very dry summer caused much 
wear and tear of implements, and consequently an increased demand 
and a higher price; so that the bailiff’s accounts frequently mention 
the “dearness of iron on account of drought.” A further need was 
felt when, at the end of tlie thirteenth century, a fresh disease, the 
scab, appeared among tlie sheep, and tar became of great importance 
as a remedy. It was produced in Norway, and exported by the Hanse 
merchants from Bergen to the Norfolk ports. In years of murrain the 
cost incurred under this head was a considerable item in the bailifi’s 
expenses. Perhaps the only other regular recurring need, which the 
village could not itself sujiply, was that of millstones. Of these tiie 
better qualities came from the neighborhood of Paris, and wen 
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brought to the ports on the Eastern and Southern coasts, whither we 
often find the bailiff or miller journeying to purchase them. The 
duty of assisting the bailiff in conveying the millstone from the neigh- 
boring town was sometimes an obligation weighing on all the tenants 
of a manor, free and villein alike. 

Not only was the village group thus self-contained and complete 
within itself; the sense of unity was so strong that it was able to act 
as a corporate body. From early times tlie great lords, possessing 
manors at a distance which they could not easily inspect tliemselves 
or by their stewards, had let them for fourteen, twenty-one, or thirty- 
five years at a Jerm, or fixed annual payment, to men who would take 
the place of the lord and try to make a profit. Now, we find many 
cases, even as early as 1183, in which tlie whole body of villeins, the 
villata, of particular manors made contracts with their lords identical 
with tliose which an individual jirmar might have made, promising 
an annual sum and taking the management of the land into their own 
hands. 

25. THE MANOR VERSUS THE MODERN VILLAGE* 

It is instructive to com[>are the village, as we have seen it, with 
the village of today. ^ 

L In one respect there might seem to be a close resemblance. 
'Then, as usually now, the village was made up of one street, with a 
row of houses on each side. But the inhabitants of the village street 
now are the labourers, the one or two village artisans — such as a 
tailor, a blacksmith, a saddler, a cobbler — and one or two small shop- 
keepers. The farmers live in separate homesteads among the fields 
they rent, and not in the village street. Then all the cultivators of 
the soil lived side by side. 

II. Secondly, notice the difference as to the agricultural opera- 
tions themselves. Now each farmer follows his own judgment in 
what he does. He sows each field with what he thinks fit, and when 
he sees fit, and chooses his own time for each of the agricultural opera- 
tions. But the peasant farmer of the period we have been consider- 
ing, and for long afterwards, was bound to take his share in a common 
system of cultivation, in which the time at which everything should 
be done and the way in which everything should be done were regu- 
lated by custom enforced by the manor courts. 

* Taken by permission from W. J. Ashley, An Introduclion to English Economic 
History and Theory: The Middle Ages, pp. 40-43. (Longmans, Green, & Co., 
1892.) 
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III. A further difference is seen in the relations of lord and tenan 
as to the cultivation. Nowadays either the landlord does not him 
self farm any land in the parish, or, if he does his management of i 
is as independent of the cultivation of any other land by any tenant 
he may have as that of his tenants is of his own farming. But thei 
almost all the labour upon the demesne was furnished by the villeir 
tenants, who contributed ploughs, oxen, and men for the bailiff’: 
disposal. Long after commutation of services had largely taken plac( 
the lords retained the right to assistance in all the more importan' 
processes — ploughing, reaping, threshing, carting. And the demesn( 
itself was often made up in great part of virgates in the common fields 
so that the lord himself was bound to submit, so far as these were con- 
cerned, to the same rigid system of joint cultivation as was main- 
tained by the rest of the members of the village community. 

IV. Compare, finally, the classes in a manor with those in a village 
today. In a modern parish there will usually be a squire, some three 
or four farmers — all of them large farmers when compared with 
peasant holders — and beneath them a comparatively large number oi 
agricultural labourers. Even when the agricultural labourer has a 
good garden or an allotment, there is still a great gulf between him and 
the farmer of a couple of hundred acres. But in the mediaeval manor, 
as we have seen, much the greater part of the land was cultivated by 
small holders. Between the lord of the manor and the villein tenants 
there was, indeed,a great gulf fixed —a gulf wider far than that between 
the farmer and the squire of today. And it was probably a hard 
matter for the cotter to rise to be a yardling. But, putting the lord 
on one side, there was nothing like that social separation between the 
various classes of actual cultivators that there is today. The yard- 
ling and cotter worked in the same way; their manner of life was 
the same; and in the system of joint cultivation and the life of the 
village street they were made to feel their common interests. 

It may be well to notice the non-existence in the village group of 
certain elements which modern abstract economics is apt to take for 
granted. Individual liberty^ in the sense in which we understand it, 
did not exist; consequently, there could be no such complete compe- 
tition as we are wont to postulate. The payments made by the villeins 
are not rents in the abstract economist’s sense, for the economist 
assumes competition, assumes tliat landlord and farmer are guided 
only by commercial principles; that there is an average rate of profit, 
which the farmer knows; that he will not take less and cannot get 
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more. However the labour services came to be fixed, they were fixed 
in the eleventh century; they remained unchanged till they were 
commuted for money; and, once commuted, no increase took place in 
the money-rent. The chief thought of lord and tenant was not what 
the tenant could possibly afford, but what was customary. And, 
finally, there was as yet no capital in the modern sense. Of course 
there was capital in the sense in which the word is defined by the 
orthodox economists — “wealth appropriated to reproductive employ- 
ment”; for the villeins had ploughs, harrows, oxen, horses. 


See also 12. Household Economy. 

C. Town Economy 

26. THE RISE OF TOWNS* 

A great many of the towns grew up under manorial patronage, so 
that tlieir earlier history is really tlie story of a prosperous manor. 
Indeed, some of our most important towns, such as Sheffield, grew 
up and flouridied under tliis system, and Manchester had very little 
of the constitutional character of a town until 1846. A town, in this 
constitutional sense, was a place where the inhabitants were collec- 
iively responsible for the king's taxes and came, in consecjuence, co 
nave considerable authority for local self-government in the assess- 
ment of the quota which each householder had to pay for the royal 
taxes. A group which had attained this fiscal character is easily 
distinguishable from the manors, in each of which the lord was per- 
sonally responsible for taxation. 

The manor has been spoken of as a center of rural employment. 
Towns must be regarded as centers of trade and commerce, and any 
social gathering or settlement, affording opportunities for trade, sup- 
plied a nucleus which might sooner or later develop into a town. 
The introduction of Christianity, and the struggle with tJie Danes, 
each brought about social conditions which favoured their growth. 
Opportunities of trade were offered in Christian times at places of 
pilgrimage, especially on the days when the patron saint was com- 
memorated, while the great Benedictine monasteries formed large 
establishments, which were often partially dependent on goods brought 
from a distance. Norwich and Canterbury, Bury, Reading, and 

* Adapted by permission fromW. Cunningham and E. A. McArthur, Outlines 
of English Industrial History ^ pp. 46-49. (The Macmillan Co.. 1895.) 
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Worcester are among the towns which have thus come into being 
under the shadow of a great abbey. 

On the other hand, the forts, built by the Danes or erected by 
Edward the Elder and his sister, the Lady of Mercia, to hold the 
country against the Danes, were also centers of trade; and the growth 
of such towns as Leicester and Tamworth may pcrha[)s be traced to 
these causes. But so soon as active contest witli the Danes had 
abated, and they were ado[)ted as a constituent element on English 
soil, the progress of the towns was rapid, d'he Danes were given to 
seamanship and trade, as the English had ceased to be. They brought 
England into intercourse with their own settlements on the Baltic, 
in Iceland, and in IrelaiKl. They seem to have devoted themselves 
to industrial pursuits and to have furnished some common articles of 
trade. The importance of the Danish contribution to town life is 
seen in many ways. 

While these inlluences made it possible for town life to arise, tliere 
were various physical conditions which rendered one ])oint or another 
especially favourable for the new development. The English 
rivers olTer facilities for carriage far into the country, and more than 
one town has arisen at the point where the tide served to bring the 
small seagoing ve^els of early days. Perth and Stirling in Scotland, 
Ipswich, Norwich, and Chester may all be regarded as illustrations 
in point. In other cases the great Roman roads remained to offer 
facilities of communication; and new towns took their rise in the 
immediate neighborhood, or on the very sites, of the Roman ruins. 

27. THE SIGNIFICANCE OF rilE TOWN' 

The rise of the towns brought with it a new era in manufactures. 
In the ordinary village it did not pay men to specialize in tlie produc- 
tion of wares, as the market was so small. A shoemaker, for instance, 
could not make a living by selling 50 or 100 pairs of shoes a 3’ear. If 
we think, however, of a village growing into a town surrounded by a 
considerable country population, we see that the market has widened 
into an area of size sufficient to support a number of specialists. 
Manufacturing became a profession to which men devoted most of 
their time. A man could learn his trade much more thoroughly and 
could afford to make tlie tools which would enable him to exercise 
it most efficiently. The result was an increase in production which 

'Adapted by permii>bion from Clive Day, A History of Commerce, pp 42-44 
(Longmans. Green, & Co., 1912.) 
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enabled the people on a given area to live far more comfortably than 
they had done before. 

This movement was bound to change the conditions of life in the 
country districts, d'he people there were freed from the necessity 
of devoting part of their time to work which they never did well; 
tliey could apply most of their energy to agriculture, and could use 
the surplus crop which they thus obtained for a profitable exchange 
with tlie artisans of the town. Tlie growth of towns alTected them 
in anotlier way. In the purely manorial period a serf could not better 
his condition by running away; he had nowhere to go except to otlier 
manois like the one he had left, where his condition might be actually 
worse than before. In the towns, however, practically all the popula- 
tion were free, the artisans were numerous and intelligent enough 
to provide for their own protection, and did not need to subject them- 
selves to a lord. 'The towns were inlands of freedom in a sea of serfdom 
or of half-freedom, ddie custom established itself that a serf who 
could e (a}^e from his lord, and who lived a year and a day within 
the walls of a town, became a free man and could not be reduced to 
his former po.silion. Landlords found that they must bid against 
the attractions of tJic town if they were to keep the laborers in the 
country, and agreed to lighten their burdens if they would stay. 
A^any influences worked together, and the results were modified by 
niany factors, especially of a political kind, in various countries, but 
the upward movement of the country population was general through- 
out we^'lern Jeurope. Free men produced more than serfs, and this 
was another influence increasing the surplus of the country districts 
and furtliering trade thereby. 

28 THE AERJCULTURAL ELEMENT IN THE TOWNS' 

In the jMiddlc Ages industry and commerce played a subordinate 
part in the economic life of the English jieople. The wealtli of Eng- 
land lay in her fields, not in her wairkshops or factories, and the great 
mass of the nation followed tire plough and were tillers of the soil. 
The typical figures of mediaeval society were the knight and the 
husbandman ratJier than the artisan and the trader, and while many 
towns attained prosperity, Hie agricultural element was always 
present and often predominant. At the end of the Hiirteenth cen- 
tury' half Hie inhabitants of Colchester had no other occupation than 

'Taken by permission from E. Lipson, The Economic History oj England 
The Middle Ages, pp. 163-64. (A. & C. Black, Ltd., 1915.) 
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tillage, and everywhere the ordinary pursuits of urban life were made 
secondary to the more important needs of agriculture. At London 
the holding of the Husting court was suspended in the harvest, and 
a statute of 1388 laid down that all artificers of whose craft “a man 
hath no great need in harvest time shall be compelled to serve in 
harvest, to cut, gather, and bring in the corn.^’ As late as the six- 
teenth century tlie weavers of Norwich were forbidden to work at 
their craft during the harvest month “for the relief and help of hus- 
bandry,” since tillage was said to be “much decayed for want of 
labourers.” The sharp cleavage between town and country, in some 
respects the most striking feature of modern economic conditions, is, 
in fact, the product of industrial forces which exerted but slight pres- 
sure in earlier times. For centuries English towns were scarcely more 
than large-sized villages, and their pre-eminence consisted chiefly 
in tlie fortified walls or mound, behind which the inhabitants found 
shelter and security; beyond these walls lay the broad acres and open 
fields, the meadows and pastures, that were part and parcel of the 
townsmen’s heritage. In the map of the mediaeval borough and in 
tlie economy of the mediaeval burglicrs the town-fields occupied a 
place no less important Uian tlie restricted area where stood their 
houses and shops. ' 

29. A HISTORY OF THE GILD MERCHANT^ 

As the earliest history of the Gild is wrapped in obscurity, we must 
resort to conjecture. Whether we place the inception of the fraternity 
immediately before or after the Norman Conquest, whether we make 
it the continuation of older Anglo-Saxon gilds, or a derivative from 
Normandy, or a wholly new and spontaneous growth, it was doubt- 
less at first merely a private society, unconnected with the town 
government, having for its object the protection of its members, the 
tradesmen of the borough, and tlie maintenance of the newly invig- 
orated trade interests. 

During the twelftli century it gradually became a recognized 
part of the town constitution, thus entering upon its second stage of 
development. How tliis came to pass can easily be realized from the 
later history of the English gilds in general. For in tlie fourteenth 
and fifteeiilli centuries a simple social-religious gild at times attained 
such power in a community tliat it came to be regarded as an impor- 

• Adapted by permission from Charles Gross, The Gild Mtrchant^ I, 158-64. 
(The Clarendon Press, 1890.) 
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tant constituent element of the civic administration. Quite similar 
must have been the ^^rowtli of tlie Gild Merchant, which from the 
outset was doubtlos composed of the most influential burgesses and 
wliidi, as tlie exponent of the mercantile interests, must always have 
been greatly concerned in tlie increase of tlic privileges and prosperity 
of llie borough in general. It was very natural that the town author- 
ities sliould use such a society for public puri)0scs, entrusting to it 
the surveillance of tlie trade monopoly in which its members were 
particularly interested, allowing it to gradually become an important 
part of the civic administrative machinery. 

The l)cginning of the third and final stage of development cannot 
be defmilelv lived, for in some places it was of an earlier date than in 
otliers. Tlie fourteenth century mav, in general, be called the period 
of gradual transition. In the fifteenth century the transformation 
was comfileted. In this and in the following centuries the term Gilda 
Mcrcatoria became less and less freijiient. In many places it soon 
wholly disappeared. W here it continued to subsist, the Gild no 
longer had an indiv'iduality of its own. Its aldermen and other pecul- 
iar oOicers, its whole organization as a distinctive entity, had van- 
i.shcd. It had merged ii-^ identity in that of the general municipal 
organism. The head of the fraternity vvas now the head of the 
town; 1 orough and Gild, burgesses and gildsmen, were now identical. 
What had once been a distinct integral jtart of the civic body politic 
became vaguely blended with the whole of it. The old Gild Merchant 
was now rarely mentioned in connection with the municipal trade 
restrictions and regulations, the latter being commonly applied to 
burgesses, craftsmen, freemen, or “foreigners,” 

This transformation was due mainly to three causes: (i) the 
expansion of trade and the multi[)li(ation of the craft and mercantile 
fraternities, which absorbed (he ancient functions of the Gild Mer- 
chants and rendered it superfluous, (2) the growth of the select govern- 
ing body, which usurped most of the privileges of the old burghers 
at large, and hence tended to obliterate the distinction betw'een them, 
or their less privileged successors, and the ancient gildsmen, leaving 
both only certain trade immunities, (3) the decay of the leet — the 
rallying point of the old burghers as distinguished from that of the 
gildsmen — the functions of which passed, in part, to the crafts, but 
mainly to the select body and to the justices of the peace. 

Thus, in modern times, the machinery of the Gild Merchant fell 
to pieces, but its name vaguely clung either to the aggregate of the 
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craft fraternities, to the town polity as a whole, to the narrow govern- 
ing corporation, or to a private social-religious gild. In the eighteenth 
century we meet the word much less frequently than in the seven- 
teenth and toward the beginning of the present century it became very 
rare. The Municipal Corporations Commission in 1835 found it still 
used in only a few boroughs. The remnants of the Gild Merchant 
and of the craft fraternities were rapidly vanishing before the new 
ideas of a more liberal age — the age of laissez faire. 

30. ORDINANCES OF THE GILD MERCHANT OF 
SOUTHAMPTON* 

[Note. — This selection should be read with the purpose of seeming 
evidence of the function of the Gild Merchant with respect to the following 
points: (i) the commercial monopoly of the brethren; (2) the trading per- 
mitted to “foreign” merchants; (3) the relations of the brethren to strangers; 
(4) the rights in common of the brethren; (5) the control of industry and 
industrial relations; (6) the regulation of non-industrial activities; (7) the 
relation of the Gild to the Borough, (8) the conduct of charities and the 
development of fratcrnalism ] 

r. In the first place, there shall be elected from the Gild Merchant 
and established, an alderman, a steward, a chaplain, four skevins, and 
an usher. And the Gild shall meet twice a year: that is to say, on 
the Sunday next after St. John the Baptist’s day, and on the Sunday 
next after St. Mary’s day. 

3. And when the Gild shall sit, the lepers of La Madeleine shall 
have of die alms of the Gild, two sesters of ale, and the sick of God’s 
House and of St. Julian shall have two sesters of ale. And the Friar’s 
Minors shall have two sesters of ale and one sester of wine. And four 
sesters of ale shall be given to the poor wherever die Gild shall meet. 

7. And when a gildsman dies, all tho.se who are of the Gild and are 
in the city shall attend the services for the dead, and gildsmen shall 
bear the body and bring it to the place of burial. And whoever will 
not do this shall pay according to his oath, two pence, to be given to the 
poor. And those of the ward where the dead man shall be ought to 
find a man to watch over the body the night that the dead shall lie 
in his house. And so long as the service of the dead shall last, tliat 
is to say, tlie vigil and the mass, there ought to burn four candles 

'Adapted by permission from University of Pennsylvania, Department of 
History, Reprints fro?n the Sources of European History, 1st Ser., Vol. II, No. i, 
|)|) 
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of the Gild, each candle of two pounds weight or more, until the body 
is buried. And these four candles shall remain in tlie keeping of the 
steward of the Gild. 

9. And wlien a gildsman dies, his eldest son or his ne.xt heir shall 
have the scat of his father, or of his uncle, if his fatlier was not a 
gildsman, and of no oUier one; and he shall give nothing for his seat. 
No husband can have a scat in the Gild by right of his wife, nor 
demand a scat by right of his wife’s ancestors. 

* 10. And no one has tlie right or power to sell or give his seat in 
tlie Gild to any man; and tlie son of a gildsman, other tlian his eldest 
son, shall enter into the Gild on payment of ten shillings, and he shall 
take the oatli of the Gild. 

n. And if a gildsman shall be imprisoned in England in time of 
peace, the alderman with the steward, and with one of the skevins, 
shall go, at the cost of the Gild, to procure the deliverance of the one 
who is in prison. 

12. And if any gildsman strikes another with his fist, and is 
convicted thereof, he shall lose Uie Gild until he shall have bought it 
back for ten shillings, and taken the oath of the Gild again like a new 
member. And if a giKLinan strikes another with a stick, or a knife 
or any otlier weapon, whatever it may be, he sl!all lose the Gild and 
the fra.ichise, and shall be held as a stranger until he shall have been 
reconciled to the good men of the Gild and has made recompense to 
the one whom he has injured; and has paid a fine to the Gild of twenty 
shillings, and tiiis shall not be remitted. 

14. And if any stranger or any other who is not of the Gild nor 
of the franchise, strikes a gildsman, and is reasonably convicted 
thereof, let him be in prison two days and two nights, unless the injury 
i« such that he should be more severely punished. 

15. And if a gildsman reviles or slanders anotlicr gildsman, and 
a complaint of it comes to the alderman, and, if he is reasonably con- 
victed thereof, he shall pay two shillings fine to the Gild, and if he 
he is not able to pay he shall lo.se the Gild. 

16. And if anyone who is of the franchise speaks evil of a gildsman, 
and is convicted of this before tlie alderman, he shall pay five shillings 
for a fine, or lose the franchise. 

19. And no one in the city of Southampton shall buy anything 
to sell again in the same city, unless he is of the Gild Merchant or of 
the francliise. And no one shall be quit of custom unless he proves 
that he is in the Gild or in tlie franchise. 



78 


INDUSTRIAL SOCIE^TY 


20. And no one shall buy honey, fat, salt herrings, or any kind 
of oil or millstones, or fresh hides, or any kind of fresh skins, unless 
he is a gildsman; nor keep a tavern for wine, nor sell cloth at retail, 
except in market on fair days; nor keep grain in his granary beyond 
five quarters, to sell at retail, if he is not a gildsman; and whoever 
shall do this and be convicted shall forfeit all to tlie king. 

21. No one of the Gild ought to be partner or joint dealer in any 
of the kinds of merchandise before mentioned with anyone who is not 
of the Gild, by any manner of coverture, or art, or contrivance, or 
collusion, or in any other manner. And whosoever shall do this and 
be convicted, the goods in such manner bought shall be forfeited to 
the king, and the gildsman shall lose the Gild. 

22. If any gildsman falls into poverty, and has not the wherewithal 
to live, and is not able to work or to provide for himself, he sliall have 
one mark from tlie Gild to relieve his condition when the Gild shall sit. 

23. And no private man or stranger shall bargain for or buy any 
kind of mercliandise coming into the city before a burgess of the Gild 
Merchant, so long as the gildsman is present and wishes to bargain 
for and buy this merchandise; and if anyone does so and is convicted, 
that which he buys shall be forfeited to tlie king. 

24. And anyone 'who is of the Gild Merchant shall share in all 
merchandise which another gildsman shall buy or any otlier person, 
whoever he is, if he comes and demands part and is there where the 
merchandise is bought, and also if he gives satisfaction to the seller 
and gives security for his part. But no one who is not a gildsman 
is able or ought to share with a gildsman without tlie will of the 
gildsman. 

28. And if any gildsman for any debt which he may owe, will not 
suffer himself to be distrained, or when he has been distrained, shall 
break through or make removal or break the king’s lock and be con- 
victed tliereof, he shall lose his gildship until he has bought it again 
for twenty shillings, and this each time that he offends insuch manner. 
And he sliall be none the less distrained until he has made satisfaction 
for the debt he owes; and if he will not submit to justice as aforesaid 
and be thereof convicted, he shall go to prison for a day and a night 
like one who is against the peace; and if he will not submit to justice 
let the matter be laid before the king and his council in manner afore- 
said. 

29. And the cliief alderman, and the twelve sworn men, or the 
bailiffs, each month, or at least four times a year, shall see that the 
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assize of bread and ale be well kept in all points according to the price 
of corn. 

32. Every year, on the morrow of St. IMichael, shall be elected by 
the whole community of the town assembled in a place provided, to 
consider the estate and treat of tJie common business of tlie town - 
then shall be elected by the whole community, twelve discreet men 
to execute the king’s commands, togetlier witli Uie bailiils, and to 
keep the peace and protect tlie franchise, and to do and keep justice 
to all persons, as well poor as rich, natives or strangers, all that year 

63. No one shall go out to meet a ship bringing wine or other 
merchandise coming to the town, in order to buy anytJiing, before 
the ship be arri\ed and come to anchor for unlading; and if any one 
docs so and is convicted, the merchandise which he shall have bought 
shall be forfeited to the king. 

31. THE Gild) MERCHANT AND THE CRAFT GILDS' 

We are particularly concerned with only one phase of this sub- 
ject, namely, the relatioTi of the craftsmen or artisans and their asso- 
ciations to the Gild Merchant. It is necessary at the outset to 
emphasize the fact that, generally speaking, craftsmen were freely 
admitted to the Gild Merchant in tlie twelfth,* thirteenth, and four- 
teenth centuries. The term merchant, as is well known, was not in 
those days confined to large dealers, but embraced all who traded. 
The line of demarcation between merchant and craftsman was not 
yet sharply defined. Every master craftsman was regarded as a 
merchant, for he bought his raw materials and sold the products of 
his handiwork in his shop or at his stall, just as some coopers, shoe- 
makers, bakers, and other tradesmen still do at the present day. 
The glover bought his skins; the baker his corn; the butcher sold 
hides as well as meat; the weaver, fuller, and dyer bought wool and 
woad, and sold cloth; the tanner bought bark and hides, and sold 
leather. Craftsmen were not only admitted to the Gild Merchant, 
but also, in all probability, constituted the majority of its members. 

Craft gilds are first mentioned during the reign of Henry I [1068- 
1135], about a half a century after the first appearance of the Gild 
Merchant. The latter included merchants proper and artisans be- 
longing to different trades; the craft gild, at first, included only 
artisans of a single trade. The position of these craft fraternities 

‘Adapted by permission from Charles Gross, The Gild Merchant, I, 107-30. 
(The Clarendon Press, 1890.) 
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in the town community during the twelfth and thirteenth centuries 
was different from that of the Gild Merchant. They had not yet 
become official civic bodies, like the “Gilda Mercatoria,” forming a 
part of the administrative machinery of the town. Their existence 
was merely tolerated in return for a yearly ferm paid to the crown, 
whereas the Gild Merchant constituted a valuable burghal privilege, 
whose continuance was guaranteed by the town charter. Still the 
craft gilds occupied a more im{)ortant position in the community tlian 
that of a mere private association of today. P’or with the grant of 
a gild the craftsmen generally secured what in Germany was called 
the “Zunftzwang’^ and the ^'Innungsrecht,” i.e., the monoply of 
working and trading in their branch of industry. The craftsmen 
thus associated remained in the common Gild Merchant, but the 
strength of the latter was weakened and its sphere of activity was 
diminished with every new creation of a craft fraternity, though these 
new bodies continued subsidiary to, and under the general regulation 
of, the older and larger fraternity. The greater the commercial and 
industrial prosperity of a town the more rapidly did this process of 
subdivision into craft gilds [)rocccd, kcc[)ing pace with the increased 
division of labour. In the smaller towns, in which agriculture con- 
tinued a prominent tlement, few or no craft gilds were formed; and 
hence the old Gild Merchant remained intact and undiminished in 
I)ower longest in this class of boroughs. 

The period of the three Edwards [1239-1377] constitutes an 
important epoch in the history of industry and gilds. With the rapid 
development and specialization of industry, particularly under 
Edward III, gilds of craftsmen multiplied and grew in power. Many 
master craftsmen became wealthy employers of labour, dealing 
extensively in the wares which they produced. The class of dealers 
or merchants, as distinguished from trading artisans, also greatly 
increased, forming themselves into separate fraternities or mysteries. 
When these various unions of dealers and of craftsmen embraced all 
the trades and branches of production in the town, little or no vitality 
remained in the old Gild Merchant. In short, the function of guard- 
ing and supervising the trade monopoly had become split up into vari- 
ous fragments or sections, the aggregate of the crafts superseding 
the old Gild Merchant. A natural process of elimination, the absorp- 
tion of its powers by otJier bodies, had rendered tlie old organization 
superfluous. This transference of authority from the ancient general 
Gild Merchant to a number of distinct bodies, and the consequent 
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disintegration and decay of the former, was a gradual spontaneous 
movement, which, generally speaking, may be assigned to tJic four- 
teenUi and fifteenth centuries, tlie very period in which the craft gilds 
attained the zenith of Uieir power. 

In some towns where the crafts took tiie place of the Gild 
Merchant the name of the latter wholly disappeared, but in 
others it continued to be used, not to indicate a concrete bond of 
union as of old, with distinct officers and separate administrative 
niTichiner}^, but only as a vague term applied to the aggregate of 
the crafts. 

In some towns tlic totality of the crafts also appears in later times 
formalh' organized as a single fraternity with its own officers, revenues, 
etc. In other words, tlie parts into which the old Gild Merchant 
had resoKed itself were again fused into one body, which occupied 
a place in the civic polity similar in many respects to that of the ancient 
Gild Merchant. 

32. A LIST OF CRAFT GILDS IN YORK, I4i5« 

Each fraternity or craft gild had charge of one scene in the whole 
series and performed ii on a platform on wheels, successively, at each 
aiipointcd station in the city on Corpus (diristi*Day. As one scene 
was completed, its {ilayers moved on to the next station, their place 
being taken by tlie company having in charge the next pageant in 
the scries. ['Fhe following is a list of the gilds taking part in a play 
in 1415;] 

Woollen-weavers; Plasterers; Armorers, Parchment Makers and Book- 
binders, Chandlers, Spuiners and Loiiukts, Barbers; Curriers; Pouch- 
makers, Botth'rs, and (kipmakers, Littesters: Tilcmakcrs, Millers, 
Furriers, Ilayrcstcrs, Bowleis, Winedrauers, Drapers; Linen-weavers; 
Imikcepers, Cardmakers; Glovers; Hosiers; Goldsmiths, Goldbeaters, 
and Moneyers; \'intncrs, Ironmongers; S[)inners and Vestmakers; Bow- 
yers and Fletcher^; Cooks and Watercarricrs; Shearmen; Carpenters, 
Brokers and Wool packers; Mercers; Fullers; Shipwrights; Spicers, 
Pewterers and Founders; (Formerly) The House of St. Leonard— (Now) 
Masons; Cutlers, Bladesmiths, Shealhers, Scalers, Bucklermakers, and 
Horners, Pinmakers, Latten-makers, and Painters; Scriveners, Illumina- 
tors, Pardoners, and Dubbers; Tanners; Coopers; Fishmongers and 
Mariners, liters; Marshalls; Girdlers, Nailers, and Sawyers; Smiths; 

‘ Adapted b}' permission from University of Pennsylvania, Department of 
History, Reprints from the Sources of European Uistory, ist Ser., Vol. II, No. J, 
pp. 29-32. 
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Plumbers and Patternmakers; Bakers; Cordwainers; Tapestrymakers and 
Couchers; Butchers and Poultry Dealers; Saddlers, Glaziers, and Joiners; 
Tailors; Potters. 

33. CHARACTERISTICS OF CRAFT GILD ECONOMY* 

I. It was distinguished from the earlier “family system” of indus- 
try in that manufacture was carried on for the purpose of supplying 
consumers outside the domestic group. There was a market ^ in the 
sense of a number of purchasers, and therefore the goods produce;d 
can be called wares, as they could not before. But the market was 
very limited; in most cases restricted to the people of a particular 
town or district. Indeed, looking at England as a whole, it may be 
said that there were tlien a number of local markets, not as there 
tends to be now, one market. Today, for instance, the price of 
corn is affected by the whole demand of England, or rather of a much 
larger area; then it would have been determined, but for legislative 
action, by the demand of a comparatively small area. It was this 
local limitation of demand that made the regulation of prices and 
metliods of manufacture so much easier than it would be in modern 
times. The same smallness of the market, and the fact tliat most of 
the articles demandecj were called for by necessity and not by fashion, 
caused demand to be stable: none of tlie social difficulties now caused 
by the rapid and incalculable fluctuations in demand had as yet begun 
to show themselves. 

II. Capital played a very small part. In order to set up as a 
master-artisan a man needed to be able to hire a house and buy the 
necessary tools, as well as, in many crafts, a little money to buy 
materials. But skill and connection, the ability to produce good 
wares, and the steady demand of a small group of customers, were 
far more important. This element of technical skill modem machin- 
ery has driven far into the background. 

III. There was as yet no class of wage-labourers, no “working 
class ” in the modern sense of the term. By “ working-men ” we mean 
a number of men, from among whom individuals may indeed rise to 
become masters, but the majority of whom cannot hope ever to rise 
to a higher position. But in the fourteenth century a few years’ 
work as a journeyman was but a stage through which the poorer men 
had to pass, while the majority probably set up for themselves as 

* Taken by permission from W. J. Ashley, An Introduction to English Economic 
History and Theory: The Middle Ages^ pp. 92-96. (Longmans, Green, & Co., 
1892.) 
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master craftsmen as soon as apprenticeship was over. There were, 
therefore, no collisions between “capital and labour,” though there 
might be occasional quarrels between individuals. The hard-working 
journeyman expected to be able in a few years to become an independ- 
ent master; and while he remained a journeyman there was no social 
gulf between himself and his employer. Tliey worked in the same 
sliop, side by side, and the servant probably earned at least half as 
much as his master. 

• IV. If, therefore, we compare the working class of to-day with 
that of the fourteentli century, it is not with tlie journeymen, but 
with the master craftsmen, that the com})ari^()n must be made. The 
most imt)ortant contrast that strikes us is that the mediaeval crafts- 
man was personally indet)cndent, in a sense in which tlie modern 
workman is not. He worked in his own shop, owned his own tools, 
and w’orked at what hours he pleased, sulqect to the restrictions as 
to work at night or on Sunday. In some crafts, it is true, he received 
the raw material from customers, giving back fmislied articles for the 
customers’ own use; in some he was more or less dependent on the 
men of other crafts, rcceicing half-rmished goods from them and 
returning them one stage further advanced. But in many industries 
the craftsman bought his own materials and sold the goods to such 
custom-TS as presented themselves, i.e., he combined the functions 
of a trader with those of a manufacturer. The shopkeeper class was 
only beginning to come into existence. 

V. VVe have seen that the gilds were not independent, but were 
subject to the Lontrol of the municipal and central autliorities. The 
chief object of tliis control, as of the gild statutes, was to secure the 
good quality of the wares produced. The modern state has aban- 
doned the attempt, except in the case of certain articles of food. But 
it must be recognized that the task was an easier one in the Middle 
AgCb. Wants were comparatively few and unchanging; they were 
supplied by neighbouring craftsmen; consumer and producer stood 
in direct relation with one another. Such regulations had regard, 
not only to the interests of the consumers, but also to those of the 
craft itself, which would be injured by the knavery of individual 
members. They only disappeared when production became much 
greater and aimed at satisf>ing a wide and changing market. As we 
should expect, the doctrine caveat emptor first appears in the cloth 
industry: a petition of the London fullers, in 1369, urges that those 
who bought cloths with patent defects should do so at their peril. 
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* Taken by permission from W. J. Ashley, An Introduction to English Economic 
History and Theory: The Middle Ages^ pp. 92-96. (Longmans, Green, & Co., 
1892.) 
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small; he dealt directly with the customer; and between himself and 
the one or two men or boys he might employ, there was no social 
gulf. 


34. ORDINANCES OF THE WHITE TAWYERS OF LONDON' 

[Note. — This selection should be read with the purpose of securing 
evidence of the functions of the craft gild with respect to the following 
points: (i) Protection of consumer against defective wares and protection 
of producer against cheap labor; (2) tl\c duties and responsibilities of the 
gildsmen to each other and to the town, (3) the regulation of wages and 
prices; (4) religious and charitable duties; (5) social control of actions of 
members.) 

In the first place, they have ordained that they will find a wax 
candle, to burn before Our Lady in the Church of All Hallows near 
London Wall. Also, that each person of the said trade shall put in 
the box such sum as he shall think fit, in aid of maintaining tlie said 
candle. 

Also, if by chance any one of the said trade shall fall into poverty, 
whetlier through old age, or because he cannot labour or work, and 
have nothing with which to help Jiimsclf, he shall have every week 
from the said box 7^. for hi.-, support if he be a man of good repute. 
And after his decease, if he have a wife, a woman of good repute, she 
shall have weekly for lier suj)port yd. from the said box so long as 
she shall Ijehave herself w'ell and keep single. 

And tlidt no stranger shall work in the .said trade, or keep house 
[for the same] in the city, if he be not an apprentice, or a man admitted 
to the franchise of the said city 

And that no one shall take the serving man of another to work 
witli him, during his term, unless it be with the permission of his 
master. 

And if any one of the said trade shall have work in his house that 
he cannot complete, or if for want of a.ssistance such work shall be 
in danger of being lost, those of the said trade shall aid him, so that 
the said work be not lost. 

And if any one of the said trade shall depart tliis life, and have 
not wherewithal to be buried, he shall be buried at the expense of 
tlicir common box; and when any one of the said trade shall die, all 

* Adapted by permission from A. E, Bland, P. A. Brown, and R. H. Tawney, 
English Economic History: Select Documents y pp. 136-38. (G. Beil & Sons, Ltd., 
1914.) 
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those of the said trade shall go to the Vigil, and make offering on the 
morrow. 

And if any serving man shall conduct himself in any other manner 
than properly towards his master, and act rebelliously towards him, 
no one of the said trade shall set him to work, until he shall have made 
amends before the Mayor and Aldermen; and before them such 
misprision shall be redressed. 

Also, that the good folks of the same trade shall once in the year 
be assembled in a certain place, convenient thereto, there to choose 
two men of the most loyal and befitting of the said trade, to be over- 
seers of work and all other things touching the trade for that year, 
which persons shall be presented to the Mayor and Aldermen for the 
time being, and sworn before them diligently to enquire and make 
search, and loyally to present to the said Mayor and Aldermen such 
defaults as they shall find touching the said trade without sparing 
any one for friendship or for hatred, or in any other manner. 

Also, that all skins falsely and deceitfully wrought in their trade, 
whicli the said overseers shall find on sale in the hands of any person, 
citizen or foreigner, within the franchise, shall be forfeited, and the 
worker thereof amerced. 

Also, that no One who has not been an apprentice, and has not 
finished his term of api)renticeship in the said trade, shall be made 
free of the same trade; unless it be attested by the overseers for the 
time being or by four persons of the said trade, that such person is 
able and sufficiently skilled to be made free of the same. 

Also, that no one of the said trade shall induce the servant of 
another to work with him in the same trade, until he has made a 
proper fine with his first master, at the discretion of the said overseers, 
or of four reputable men of the said trade. And if any one shall do 
to the contrary thereof, or receive the serving workman of another to 
work with him during his term, without leave of the trade, he is to 
incur the said penalty. 

Also, that no one shall take for working in the said trade more than 
they were wont heretofore, on the pain aforesaid, that is to say, for 
the dyker of Scottes siaggeSy half a mark; the dyker of Yrysshoy half 
a mark, the dyker of Spanysshe stagges, los.; for tlie hundred of 
gotesfelleSy 20s.; the hundred of rolether, i 6 s.; for the hundred skins 
of hyndescalveSy 8j.; and for the hundred of kiddefelles, 85. 
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j5. GILD MERCHANT REGULATIONS VS. CRAFT GILD 
REGULATIONS* 

We have seen that the chief functions of the gild merchant were 
to regulate the economic life of the town and to represent its members 
in dealings with other towns. In regard to regulation, trade rather 
than production was the object. We do not find, on the other hand, 
those elaborate regulations of quality, process, and price which were 
so important to the later craft gilds, and this distinction is a clue to 
the bauses which promoted the change from one method of organisa- 
tion to another. The operative cause seems to have been a gradual 
widening of the market as the population of the towns increased and 
and their trading area became larger. 

I. If we go back for a moment to the village artisan we shall see 
that this single producer working for a small number of consumers 
will not need ekd)oratc and defined rules, altliough his economic 
status may be strict K limited be custom. On the one liand, compara- 
tively little of his time will be s()cnt on turning out “graded" com- 
modities in e.xpectation ot custom. For the most part he will work 
to order, and it will seldom happen that one order will be precisely 
identical with another. This by itself will make detailed regulation 
more difficult. More inqiortant, however, is the fact of his relation 
to the village. He has no body of fellow-w'orkers with interests 
identical with his own but antagonistic to the rest of the world. If 
he scamps his work or e.xtorts more than the customary fair price, he 
injures members of the class from wdioni his friends, if he have any, 
must inevitably be drawn. 

II. As the village grow's into the town, as population and the 
demand for spe». ialised w’ork increase, the situation gradually alters. 
Five or six smiths or carpenters may now be found working side by 
side at similar tasks, and as their number increases a double possi- 
bility of friction emerges. On the one hand, they may cheat one 
another; on the other, they may combine togetlier against the general 
public. The development, however, of these difficulties will be slow, 
for the community will still be so small that each individual will feel 
the interests of the whole more strongly than the interests of his own 
trade. Still it will be convenient to take measures that no one of 
these craftsmen shall secure a monopoly of raw material, and therefore 
each shall have a right to share in a bargain made by another. Again, 

* Taken by permission from H. 0 . Meredith, Outlines of the Economic Uislory 
of England, pp. sb-qS, (Sir Isaac Pitman & Sons, Ltd., 1908.) 



88 


INDUSTRIAL SOCIETY 


we will make the market as easily cognisable as may be to each of them 
and to the general public, and therefore we will forbid them to sell, 
except openly; will have their workshops all in one street, and assign 
a certain position to them in the market. We have reached, in fact, 
the stage at which the gild merchant is desirable and can still do all 
that is necessary. 

III. But the numbers in each craft increase still more in spite of 
progressive subdivision of labour. The individual is less and less 
well known to the majority of his customers. He may continue to 
sell directly to the consumer or to take his orders, but he meets him 
on a business footing. His friends are other men of his own calling. 
Again, as consum[)tion increases, the making of roughly “graded” 
commodities grows in importance. A customer wishes a length 
of cloth, or a knife, or a pair of spurs. He knows what he wants, but 
knows little of its make, and can easily be imposed upon by inferior 
quality. The demand for more elaborate regulation comes from both 
sides. The individual craftsman himself is usually anxious to be 
protected from unfair competition; the consumer wishes protection 
from unfair extortion. Even if he still considers himself a judge of 
the article when he sees it, he knows that he can no longer bring to 
bear tlie direct personal pressure which was possible wEen men were 
fewer. A complexity of economic life has been reached which the 
simple gild merchant is no longer competent to deal with, and gradu- 
ally the specialised organisation of trade or craft emerges. 

36. THE CRAFT OF THE MEDIAEVAL CRAFTSMAN* 

Sentimentalists imagine the mediaeval workman loved a piece of 
good work for its own sake and never scamped a job. Nothing could 
be further from the truth. The mediaeval craftsman was not called 
a man of craft for nothing! He had no more conscience than a 
plumber, and his knowledge of ways that are dark and tricks that are 
vain was extensive and peculiar. The subtle craft of the London 
bakers, who, while making up their customers’ dough, stole a large 
portion of the dough under their customers’ eyes by means of a little 
trap-door in the kneading board and a boy sitting under the counter, 
was exceptional only in its ingenuity. Cloth was stretched and 
strained to the utmost and cunningly folded to hide defects; a length 
of bad cloth would be joined onto a length of superior quality, or a 

* Taken by permibsion from L. F. Salzmann, English Industries of the Middle 

pp. 303-6. (Houghton IMifDin Co., 1913.) 
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* Taken by permission from H. 0 . Meredith, Outlines of the Economic Uislory 
of England, pp. sb-qS, (Sir Isaac Pitman & Sons, Ltd., 1908.) 
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current conceptions of morality so widely different from the classical 
postulates of modern economics, and the conditions which facilitated 
their application. On the one hand, for the purposes of a local mar- 
ket the craft gild was admirably designed to achieve its object, 
the limited production of a well-wrought article. Apprenticeship 
afforded ample opportunities for a thorough system of technical 
training, and the inspection of workshops stimulated and encouraged 
a high standard of craftsmanship. The regulation of wages and con- 
ditions of labour, if often prompted in the interests of the masters, 
would tend to protect the journeymen against arbitrary oppression 
and to set up a standard which was probably on the whole not unrea- 
sonable or unfair. Again, the determination of prices and the quality 
of wares sought to protect both the seller and the buyer and to estab- 
lish rates of remuneration for tlie craftsmen that were commensurate 
with the labour involved. It has often been remarked that mediaeval 
authorities endeavoured to fix prices according to the cost of produc- 
tion. Starting from the conviction that the labourer was worthy 
of his hire, their principle was to reward him with a recompense suit- 
able to his station. They did not hold what we may call the theory 
of minimum subsistence- the iron law of wages— where wages are 
forced down to the lowest level at which the workman can subsist. 
Instead, they seem to have recognized that wages should be made to 
conform to a fit and proper standard of life. Another feature of the 
gild system was tliat the scope of individual enterprise was restricted 
on the ground that the interests of the community were paramount. 

The chief criticism against the craft gild, however, is that it 
fostered a spirit of monopoly and promoted an unreasoning jealousy 
of the “stranger within the gates,” which undoubtedly militated 
against the expansion of industry. Its monopoly indeed has met on 
every hand with severe condemnation, and the subsequent efforts 
of the gilds to confine membership to a narrow and selfish clique 
merit tlie censure they have received. But in tlie earlier stages of 
craft development the gilds, as we have already contended, can hardly 
be blamed for excluding from their privileges those who were reluctant 
to share their charges. The responsibility, if any, must lie with the 
crown or the municipality, which employed the gilds as the instru- 
ments of their exactions. Moreover, we have to remember that tlie 
town authorities enjoyed the right to control the privileges of the 
craft gilds in the interests of the community and could take steps 
to avoid the dangers of a monopoly. 



MEDIAEVAL INDUSTRIAL SOCIETY 


91 


But whatever opinion we may form as to the merits and defects 
of the gild system, we can at any rate do justice to its most admirable 
feature, the institution of apprenticeship. Whatever its drawbacks, 
the gild has bequeathed to us the ideal of technical training and sound 
craftsmanship, an ideal binding on all alike who work with hand or 
brain. 

38. THE GILDS AND THE MODERN TRADE UNION' 

•I. The craft gild . — Some writers have endeavoured to establish 
a connexion between the gild system and trade unionism, but there 
are many striking dilTerences between mediaeval craft gilds and 
modern trade unions, not only in regard to membership, but also in 
functions. In one re^{)ect they arc similar, for both alike are industrial 
organizations concerned ultimately with the same fundamental 
purpose, the maintenance of “ the standard of life.’’ The chief object 
of the trade union is to organize the workers, in order to raise the 
standard of living and by the co-operation of forces prevent the degra- 
dation of their social and economic status. The craft gilds were no 
less concerned with securing to every one of their members oppor- 
tunities for a fair and jusl remuneration of their labour. Both bodies 
rest in principle upon the conviction that combined action can alone 
ensure adc(iuate maintenance for the workers; to this degree the trade 
anions carry on the tradition of the older gild system. Here, however, 
the resemblance ends. 

I. The craft gilds comprised only skilled artisans, but outside 
their ranks lay an ever-growing body of unskilled workmen, devoid 
of organization, in receipt of inferior w^ages, and altogether on a lower 
I)!ane tlian their more favoured fellows. The craft gilds were, in 
fact, select bodies whose members were the competent men of the 
trade, and at no time apparently did they contain within their ranks 
the whole body of workers within the town. It is this aspect of the 
gild as an exclusive organization, rcbtrictcd as a general rule to skilled 
workmen, that constitutes one of its most essential characteristics. 
The class of “uncovenanted” labour, or “working class,” grew as 
the gild began artificially to limit its membership. It must also be 
borne in mind that memberdiip of a craft gild was confined to those 
who enjoyed citizen rights. In practice, however, this limitation was 
unimportant, since admission to the gild enabled the stranger to 
attain burgess-ship as a matter of course. 

* Adapted by permission from E. Lipson, The Economic History of England: 
The Middle Ages, pp. 343-46, 363-64. (A, & C. Black, Ltd., 1915.) 
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2. Again, the craft gild was distinctly an urban institution, 
an industrial group consisting of the men of a particular locality. 
Normally its membership extended only to those who dwelt within 
the walls of one and tlie same town; this was in accordance with the 
characteristics of an age in which economic life was organized on 
the basis of the borough and the manor. We must avoid, however, 
the temptation to lay down hard and fast rules. There are grounds 
for believing tliat the craft gild sometimes included country workmen. 
However this may be, the members of a trade union are drawn from 
a wider area, which may even cover the whole kingdom. This 
difference measures the whole extent of progress from one stage of 
social evolution to another, from the city state to the country 
state. 

3. Further, membership of the mediaeval gild was not voluntary 
but compulsory, and the authorities of the gild were empowered to 
force every skilled artisan to become a member. The modern trade 
union is a voluntary association of workers, based upon community 
of interests and the sense of solidarity. 

4. But the vital difference between the two institutions is that 
the craft gild did ^ot consist, like the trade union, of one grade of 
producers only, the hired worker, but of all grades: the manual 
worker, the middleman, and the entrepreneur. The modern trade 
union is a combination of manual workers, while tlie gild embraced 
also the masters. 

5. Apart from differences in the constitution of the two bodies, 
there is a striking difference in their functions. The trade union is 
concerned witli the interests of the workers and not with those of the 
public as such. It has been defined by the historians of trade union- 
ism as “a continuous association of wage-earners for the purpose of 
maintaining or improving the conditions of their employment.” 
Trade unions are thus at present primarily fighting organizations, 
though in some cases they are beginning to display a growing sense 
of responsibility for the work done by their members. The craft gild, 
on the other hand, show^ed care, not only for the manufacturer, but 
for the customer, reconciling so far as possible the interests of producer 
and consumer, and insisting on sound workmanship, good quality, 
and a just price, reasonable alike to buyer and seller. In order to 
ensure an adequate standard of materials and technical skill, the 
wardens of the gild enforced apprenticeship, attested the compe- 
tence of strangers, and carried out a rigorous system of search. 
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Of the other functions served by the craft gilds — religious, educa- 
tional, and the like-— we have already spoken. 

6. Lastly, the craft gilds were semi-public bodies, subordinate 
but integral parts of municipal administration. At tlie same time 
they were in theory and largely in practice under the control of town 
authorities, and their elTorts to emancipate themselves from this 
control were severely checked. Occasionally also the gilds were 
emj)loyed as agents of national sut)ervision. 

II. The journeyman gild. — hi this point we may inquire how far 
the journeymen gihb can be compared with trade unions. It is clear 
that there is a very striking similarity. Unlike the craft gilds, the 
journeymen gilds comprised only the class of wage-earners banded 
together in defiance of their employers, and their efforts to secure an 
improvement of their economic position make the parallel to trade 
unionism still more evident. The vital diflerence lies in the fact that 
the journeymen failed to establish a stable and permanent organiza- 
tion. To sonie extent their failure is accounted for by the repressive 
policy adopted towards them both by the municipality and tlie state. 
But a more important rerson is that, while it was becoming increas- 
ingly difficult for the hired workers as a body to achieve independence 
and mas^n-sliij), yet tlie way was always open to the more enterprising 
among tliem to do so. So long as it was possible for a certain number 
of journc)’men to become masters, a permanent and efficient asso- 
ciation was out of the (]uestion. The leaders of the journeymen, with 
greater intelligence and capacity tlian their fellows, would constantly 
be absorbed into the higher grades of the fellowship. When, more- 
over, a transformation took place in the character and constitution 
of tlie yeomen gild, when it came to consist mainly of small masters — 
or even men of .'substance serving their jieriod of [irobation before 
admission into the livery — and when, above all, it came to be con- 
trolled from above by the livery, then all resemblance to trade unions 
entirely ceased. Throughout the eighteenth century occasional 
combinations were formed among artisans, but it was not till the 
Industrial Revolution decided the final victory of industrial capitalism, 
taking away from the worker his economic independence, divorcing 
him from the soil, and depriving him of other sources of livelihood 
in times of industrial distress, that trade unionism at length attained 
coherence and assumed a permanent and stable form of organization. 
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39. AN INDENTURE OF APPRENTICESHIP, 1459* 

This indenture made between John Gibbs of Penzance, in the 
county of Cornwall, of the one part, and John Goffe, Spaniard, of the 
other part, witnesses that the aforesaid John GoiTe has put himself to 
the aforesaid John Gibbs to learn the craft of fishing, and to stay with 
him as apprentice and to serve from the feast of Philip and James next 
to come after the date of these presents until the end of eight years 
then next ensuing and fully complete; throughout which term the 
aforesaid John Goffe shall well and faithfully serve the aforesaid 
John Gibbs and Agnes his wife as his masters and lords, shall keep 
their secrets, shall everywhere willingly do their lawful and honour- 
able commands, shall do his masters no injury nor see injury done 
to them by others, but prevent the same as far as he can, shall not 
waste his master’s goods nor lend them to any man without his special 
command. And the aforesaid John Gibbs and Agnes his wife shall 
teach, train, and inform or cause the aforesaid John Goffe, tlieir 
apprentice, to be informed in the craft of fishing in the best way 
they know, chastising him duly and finding for the same John, their 
apprentice, food, clothing, linen and woolen, and shoes, sufficiently, 
as befits such an apprentice to be found, during the term aforesaid. 
And at the end of tlie term aforesaid John Goffe shall have of tlie 
aforesaid John Gibbs and Agnes his wife 20^. sterling without any 
fraud. Li witness whereof the parties aforesaid have interchangeably 
set their seals to the parts of this indenture. 

40. HOUSEHOLD, TOWN, AND NATIONAL ECONOMY 
COMPARED* 

It will contribute to a better understanding if, by a comparison of 
some of the leading phenomena, we concisely review the fundamental 
features of the three stages. 

The most prominent of these features is that in the course of 
history mankind sets before itself ever higher economic aims and 
finds the means of attaining these in a division of the burden of labour 
which constantly extends until finally it embraces the whole people 
and requires tlie services of all for all. This co-operation is based, 
in the case of household economy, upon blood-relationship, of town 

‘ Taken by permission from A, E. Bland, P. A. Brown, and R. H. Tawney, 
English Economic History: Select Documents, p. 147. (G. Bell & Sons, Ltd., 1914.) 

* Adapted by permission from Carl Blicher, Industrial Evolution, pp. 141-46. 
(Henry Holt & Co., 1901.) 
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economy upon contiguity, and of national economy upon nationality. 
It is the road traversed by mankind in passing from clanship to society, 
which, as far as we can see, ends in an ever-tightening social organi- 
zation. On this road the means for satisfying the wants of the indi- 
vidual continually grow in fulness and variety, and at tlie same time 
in dependence and complexity. The life and labour of every indi- 
vidual becomes more and more entwined witli tlie life and labour of 
many others. 

At the stage of houshold economy every commodity is consumed 
in the place of its origin ; at tlie stage of town economy it passes imme- 
diately from the producer to tlie consumer; at tlie stage of national 
economy, both in its production and tlicrcafter, it passes through 
various hands— it circulates. In the course of tlie whole evolution 
tiie distance between production and consumption increases. At the 
first stage all commodities are consumption goods; at the second, 
part of tlicm become articles of exchange; at the third, most of them 
are wares. 

The individual household at the first stage is a producing and con- 
suming community in one; at the stage of town economy tJiis stage 
of things continues in so far as the journeyman^ craftsman and tlie 
peasant workman make part of tlie household of the person employ- 
ing them; in national economy community in production and com- 
munity in consumption become distinct. The former is a business 
undertaking from whose returns, as a rule, several independent house- 
holds are supported. 

When outside labour is necessary*, it is at the first stage in a perma- 
nent relation of subjection to the producer (as slaves and serfs), at the 
second in one of service, and at the third the relationship is con- 
tractual. Under the independent household system the consumer 
is either himself a labourer or the owner of the labourer; in town 
economy he makes a direct purchase of the workman’s labour (wage 
work), or of the product of his labour (handicraft); in national econ- 
omy he ceases to stand in any relation to the labourer, and purchases 
his goods from the entrepreneur or merchant, by whom the labourer 
is paid. 

As for money, it is in independent domestic economy either entirely 
absent or an article of direct use and a means for storing up wealth; 
in town economy it is essentially a medium of exchange; in national 
economy it becomes a medium of circulation and of profit-making as 
well. The three categories, payment in kind, money payment, and 
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payment based upon credit, correspond with tlie various r6les pla}'cd 
by money, thou"h they do not exhaust them. 

Capital scarcely exists at the first stage; we meet only with con- 
sumption goods. At the second stage imf)lements of labour may be 
classed under the usual heads of business capital, but this is by no 
means generally true of the raw materials. Acquisitive capital proper 
exists only in the form of trade capital. At tlie third acquisitive 
capital represents the means whereby goods are raised from one stage 
or division of labour to tlie next and impelled tJmough the whole 
process of circulation. Here everything becomes capital. From 
this point of view we might describe the independent household 
economy as lacking capital, town economy as hostile to capital, and 
national economy as capitalistic. 

At the stage of household economy tlie division of labour is con- 
fined to the household establishment; at the stage of town economy 
it consists eitJier in tlie formation of, and division into, trades wiUiin 
the town, or in a partition of production between town and country; 
while the prominent features of the stage of national economy are 
increasing division of production, subdivision of work within the 
various establishments, and disidacement of labour from one business 
to another. 

Industry as an independent occupation is not found at the first 
stage, the whole transformation of raw material being merely house- 
work. In the town economy we indeed find labourers pursuing some 
special industrial occupation, but entrepreneurs are lacking; industry 
is eitlier wage-work or handicraft, and he who wishes to ply it must 
first master it. In national economy industry carried on in factories 
and under the commission system is preponderant; and tliis presup- 
poses extensive capital and an entrepreneur with mercantile skill. 
Technical mastery of the process of production by tlie entrepreneur 
is not indispensable. 

In similar fashion a change occurs in the forms under which 
trade is pursued. Corresponding to tlie household system is itin- 
erant trade, to town economy market trade, and to national econ- 
omy trade with permanent establishment. If at the first two 
stages trade is merely supplementary to an otherwise autonomous 
system of production, it becomes in national economy a necessary 
link between production and consumption. It draws away from 
transportation, which now attains an independent position and 
organization. 
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Commercial services were, to be sure, not lacking in tlie ancient 
slave and tlie mediaeval manorial systems; tiiey devolved upon 
special slaves or serfs. In the Middle Ages we find town messengers 
who were originally in tlie exclusive service of tlie municipal author- 
ities, but later added the carriage of private corres[)ondence. At 
the threshold of modern times stands the postal service, at first 
restricted to state purposes, by and by extended to tlie public. In 
our century follow tlic railway, telegraph, telephone, and steamship 
lines— with which tlie state interferes in the interest of economy — 
and along with them tlie most varied tirivale undertakings for 
facilitating communication. At all stages, however, certain com- 
mercial services have been organized by tlie sovereign administra- 
tion, in the initial instance alwavs for its own special requirements. 

Crtdil i^ at tlie first stage purely consunqition ciedit, and can be 
obtained only by the person iiledging himself and all his property. 
.\t the second stage, in the matter of personal credit, servitude for 
debt is softened to imprisonment for debt. Along with consunqition 
credit ap[)ears a t)T>c of credit on the return from immovables which 
is met in garb of a purchase, and must be considered as the normal 
form of credit under town economy. Business ^r productive credit, 
the diqinctive form of credit in modern times, is first develojicd in 
trade, whence it spreads to every sphere of industrial life. State 
credit appears in the States of anti((uity naturally as a forced loan; 
in the mediaeval towns as the sale of annuities and redeemable 
claims; in the modern States as the disposing of perjietual rents or 
of redeemable interc^t-bea^ing bond.s. 

In tlie domain of public services similar stages may also be pointed 
out. Legal piotec tion is at first a matter for the clan, later for tlie 
feudal lord; in tlie Middle Ages the towns form districts of separate 
jurisdiction; at pre^'Cnt the enforcement of law and jiolice protection 
are functions of the State. The same is the case with education. 
At tlie first stage education devolves upon the family, as it still does 
today in Iceland. The Roman paedogogus is a slave. In tlie Middle 
Ages it is autonomous household establishments, namely, tlie monas- 
teries, tliat organize the educational system; later arise the municipal 
and catliedral schools; peculiar to modern times are the concen- 
tration and supervision of instruction in State institutions. This 
devc lojimcnt is even more ajiparent in the arrangements for defence. 
Among many peoples still at the stage of economic isolation each 
separate house is fortified (for example, the palisades of the Malays 
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and Polynesians), and in early mediaeval times the manor is protected 
by wall and moat. At the second economic stage each city is a 
fortress; at the third a few fortifications along the borders secure 
the whole State. It is sufficiently significant that Louvois, the 
creator of the first system of border fortification, was a contemporary 
of Colbert, the founder of modern French national economy. 

D. Trade and Commerce 

41. THE MERCHANT OF THE EARLY MIDDLE AGES* 

We know even less of the person of the merchant, in this period 
(about 1000 A.D.), than of the wares that he carried. It is certain at 
any rate that the merchant was not the specialist that he afterwards 
became, but was a Jack-of -all- trades. He might be wholesaler and 
retailer, transporter and peddler, and often an artisan too. Notliing 
like the country store of the present day existed, and trade outside 
the few centers where markets had been established was carried on 
by peddlers, who carried their wares on the back or on a pack animal. 
Every merchant was sure to be something of a soldier, as he was 
thrown largely on his own resources for self-defence, and he often 
assumed the garb of a missionary or pilgrim to get the help of the 
church in carrying on his trade. The pilgrim was exempt from 
many burdens laid on the ordinary traveler or merchant, and though 
this exemption had later to be abolished because it was so frequently 
abused, it seems to have been of great use in helping commerce 
through its early stages. 

See also 76. The Rise of Functional Middlemen. 

42. TRAVEL* 

Travelling at that time was very different from what it is now, 
and we who have only to sit in a railway train and let it carry us to 
our destination can hardly conceive the difficulties of a journey then. 
The condition of the roads in busy thriving towns was far worse 
than anything which could be seen in the tiniest village today. 

One of the reasons for this lamentable state of things was the 
difficulty of forcing those responsible for the upkeep of the roads 

* Taken by permission from Clive Day, A History of CommercCy pp. 38-39. 
(Longmans, Green, & Co., 1912,) 

* Adapted by permission from A. Abram, English Life and Manners in the Later 
Middle Ages, pp. 248-59. (George Routledge & Sons, Ltd., 1913.) 
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and bridges to fuliil their obligations; it was one of the duties of 
Feudal landowners, but they often neglected it, and as the Feudal 
System decayed there were fewer of them to pci form it. Sometimes 
the authorities did not even know who was to blame. In the 
thirteenth year of Henry IV’s reign both tlie town of Beverley and 
the Chapter of the Minster were presented at tlie Shcrid’s Tourn 
for not rc{)airing a certain street in Beverley, but it was found tliat 
neither of them were liable for it. Money was often given or 
bequeathed by pious persons for the maintenance of roads and 
bridges; it was regarded as a siiecies of almsgiving and considered 
quite as praiseworthy as feeding the hungry or clothing the naked, 
but con I r dm lions of this kind were by their nature spasmodic and 
uncertain. 

Even more to be dreaded than the risk of injury from accidents 
were the attacks of robbers. 

The majority of pe(>t)le travelled on horseback, probably because 
it was the method best suited to the roads. In the fifteenth century 
women rode cither side-saddle or astride, and sometimes “be-hynde 
a man”; they (and men too) had big saddles with high pommels 
and, in pictures, look as if they were sitting in (^lairs on the horses’ 
backs, and perhaps the pommels kept them in their scats wdien 
tlieir steeds stumbled. Low two-whccled carts, drawn by two, 
three, or even four horses were much used, and from an illustration 
in L>'dgate’s Falk of Prynces it appears that wooden erections with 
open sides and covered tops were sometimes placed inside them, 
but as we have not seen any otlier carts of this kind in other manu- 
scripts tliey may have been due to the imagination of the illuminator. 
A few rich people, like the Duchess of Buckingham and the Earl of 
Dei by, had carriages. In 1485 Henry VII entered London in a 
closed “chariot” drawn by several horses; state carriages were 
expensive luxuries, one made for Eleanor, sister of Edward III, 
cost £1,000. Such carriages were very elaborately decorated both 
inside and out, as may be seen in a iih ture of a coach in the Lutterell 
Psalter, but they were very heavy and cumbersome and must have 
jolted horribly over those badly made roads. Horse-litters were 
also used by grandees. Merchants who had purchased wares, and 
nobles who were moving from their country seats to their town 
houses, had a great deal of luggage; it was packed in chests or mails 
and was carried either by baggage-horses or in carts. The “ridinge 
housholde” of the Duke of Clarence, brother of Edward IV, 
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consisted of one hundred and eighty-eight persons, and amongst his 
horses were included eight ‘‘coursers for his saddle, ” two ambling 
palfreys, “a maile horse and a botcll horse . . . four sompters, 
. . . seven charlotte horses,” and tw'o for the litter. 

The rate of travelling was as a rule somewhat slow. The Canter- 
bury pilgrims took from three to four days to go from London to 
Canterbury, a distance of fifty-four and a half miles. 

Roads were not the only means of communication bct\xecn 
different places; waterways were very much used. It would not 
occur to the Londoners of today to take a boat if they wanted to go 
on business from the Strand to Westminster, or to Lambeth or to 
other districts lying near the banks of the Thames, though they 
might take an occasional pleasure trip to Hampton Court when 
time was no object to them, but in the Middle Ages people did it 
continually. When there was no river available people put out to 
sea and sailed along the coast from one port to another. 

Persons too jioor to keep horses or too ill to sit upon them must 
have found the boats that went up and down tlie rivers a great 
convenience, for the cost of travelling by them was smaller, and the 
motion far less fatiguing, and it was perhaps easier for men in a boat 
than for men on land to defend themselves against attack. But even 
on the rivers travellers were not always safe; a complaint was made 
in the reign of Henry VI that Welshmen and other persons dwelling 
near the Severn had seized boats on that river, had “hewed” them in 
pieces, “and with force and arms” had beaten the people in them. 

Travelling by sea had many drawbacks; little sailing vessels 
such as they had could easily be driven out of their course by the wind, 
and so often did this happen tliat the Magnus Intercursus, Henry 
VIFs great commercial treaty with Flanders, contained a clause 
stipulating that English fisherman who took shelter in Flemish 
ports on account of storms or for any other reason should be allowed 
to depart freely. There was also, of course, the graver danger of 
shipwreck, which was greater than it is today because their ships 
were so much more fragile than ours, and there were many minor 
discomforts; our big steamers remain comparatively steady even in 
a fairly heavy sea, and everything that science can suggest is done 
to prevent tliem from rolling, but their light craft must have been 
tossed like cockle shells when there was any swell. 

Pirates were always on the lookout for plunder; there were 
numbers of them, and the English, French, and Italians were par- 
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ticularly active. The Bretons on one side of the Channel and tlie 
English on tlie other made “tlie narrow sea” a terror to sailors. 
Many of our south coast towns were nests of pirates. No one was 
safe from them, and they were not content with stealing men’s 
goods, but sometimes seized their persons also and imprisoned them 
until ransoms were paid, and occasionally they murdered tlieir 
victims. 


43. FAIRS AND MARKETS' 

*In the Middle Ages the greater part of the internal trade of the 
country was carried on at fairs and markets, and the history of their 
organization and growth occupies an important chapter in the develop- 
ment of mediaeval commerce. For many centuries they were the 
chief centres of traffic and the main channels of commercial inter- 
course. But the period during which their activity was at its height 
was that of the twelfth, thirteenth, and fourteenth centuries, when 
England beuimc covered with a netw’ork of markets and fairs, of 
wEicli some rivaled in fame even the great French fairs of Champagne 
and Lyons. Iheir imjiortance indeed can scarcely be overestimated, 
for at a time when the stream of commerce was fitful and scanty 
they furnished w’hat was commonly the sole opportunity for the 
purchase and sale of distant jiioducts. They represent, in fact, a 
phase of commerce which can best be described as periodic; where 
distribution and exchange take place at periodical gatherings and 
notin permanent centres. In the most primitive stages of commercial 
activity, wEen human needs were less intense, the scope of production 
and distribution alike was restricted to the satisfaction of the most 
pressing wants. In later stages commercial dealing gradually 
became part and parcel of the everyday life of the community. 
Betwvcn the earlic^^t and the ultimate stages lay an intermediate 
stage in which the growing desires of society were met by increasing 
skill in production and an ever-widening circle of distribution. But 
opportunities of distribution were still confined to fixed periods, for 
Eile the exchange of commodities had become a recognized practice, 
K:ial disorders and the difficulties of transport impeded their rapid 
nd unceasin^T circulation. 

In tlieir hrst beginnings fairs and markets appear as a religious 
ra er than as a commercial institution. They originated in the 
religious assemblies of pious worshippers who congregated round 


'Adapted by permission fro 
The Middle Ages, pp. 196-222. 


m E. Lipson, The Economic History of England: 
(A, & C. Black, Ltd., 1915.) 
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famous shrines on the feast days of saints. Indeed, between the 
festival and the fair there is a close, almost inseparable, relation. 
“There is no great festival without a fair, no fair without a festival.” 
The concourse of strangers from distant parts afforded opportunities 
for the exchange of products, and the pilgrim was often also a trader. 
These periodical gatherings became the natural centres for commercial 
dealings, and merchants were always assured of the presence of 
buyers in an age when population was scattered and seldom concen- 
trated in large groups. Moreover, the ostensible purpose for which 
the assemblies were held threw over the trader the cloak of religion 
and ensured a degree of security which induced him the more willingly 
to brave the risks inseparable from his calling, d'he influence of the 
Church was undoubtedly a powerful factor in fostering the temporary 
peace to which the fair usually owed its rise. 

The development of markets and fairs was enormously facilitated 
by the protection which the Church and the monarchy extended to 
those who frequented them, and tire market-cross became the emblem 
of the peace of commercial intercourse. They constituted the cases 
of commercialism in “a wilderness of militancy.” The importance 
of the peace of the fair finds expression in the numerous charters in 
which it was accorded special prominence. 

Other factors contributed greatly to the formation of markets 
and fairs, and among these was the importance attached in Anglo- 
Saxon law to the presence of witnesses at all purchases and sales, in 
order to avoid traffic in stolen goods. From the earliest times we 
find legislative enactments reiterating the prohibition against secret 
transactions. 

These injunctions served to consolidate the market system by 
gathering the people together on fixed days in the week or year for 
purposes of buying and selling. The effort to concentrate trade in 
recognized centres rendered the market a natural medium for all 
commercial dealings. The exigencies of the royal exchequer tended 
in the same direction and acted as a powerful lever in forcing the 
internal trade of the country into artificial channels, in order to 
facilitate the collection of tolls. 

The exclusive monopoly of trade which towns in the Middle 
Ages so jealously asserted affords a further explanation of the rapid 
development of mediaeval markets and fairs. The townsmen care- 
fully guarded their commercial privileges and were reluctant to 
extend them to the stranger in their midst. At fairs and markets. 
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on the other hand, full freedom of traffic was accorded indifferently 
to alien and native, to burgess and stranger; and it was this policy 
of free trade and the open door which attracted traders and afforded 
scope for the unrestricted play of commercial forces. Moreover, 
the stringent provisions contained in borough custumals against 
trading outside the walls of the town were commonly relaxed in 
favour of the great marls, and this concession enabled burgesses to 
carry their wares to distant centres. 

* 'I'hc classical doctrine as enunciated in the pages of Coke and 
IJiackstonc lays down that markets and fairs can only be set up in 
\irtue of a roval grant or by long and immemorial usage and pre- 
scription which presu{)poses such a grant. This doctrine also held 
good in the Middle Ages, and it was among the duties of justices of 
tlic c}’rc to incpiire “if any new market had been set up without the 
license of our lord the king." d'he grant of a market or fair was 
essentially a ro\al prert)gative and was usually embodied in a formal 
charter or letters {xitent. In a feudal orgainzation of society the 
sovereign was easiK' induced to alienate the renal rights of the Crown, 
and no [)ri\'i]ege perhaps was more kuishly conceded than the grant 
of fairs and maikets. 'I hesc grants were conferred upon towns and 
churches and individuals. Many towns set up their own fairs and 
markets, but then [)ri\ilege rested U[)on the royal license. The 
grcMt stimulus to their creation vvas the recognition that they were a 
luc rativc source of income to their owners It is exceptional to find 
a free fair where neither loll, custom, nor stallage was taken from 
traders. 

Questions affecting the duration of the mart were of vital moment 
to the lord and to the trader. On thi^ account tliey merit some 
attention, for from the apparently dry and insignificant details 
gleaned from records and charters, civil pleadings and inquisitions, 
is built up the living story of the growth of Isnglish commerce. The 
market, held once a week and occ asionallx' more often, lasted a 
single day; the fair vvas an annual institution, though several 
fairs were sometimes held in the same place during the course 
of the year. Nottingham had two faiis; Eton College two; Bristol 
and Cardiff had three, and Wells four, which belonged to the 
bishop. The duration of the fair varied considerably in different 
parts of the country; sometimes it was limitcxl to two, three, and four 
days, but more commonly it vvas spread over a week. Frequently 
the period of the original grant was lengthened by royal favour. 
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and at Leicester the members of the merchant gild were excused 
from attendance on the same ground. But the significance of the 
fair lies deeper. It was a cosmopolitan gathering, and association 
with men from distant parts must have enormously broadened the 
horizon and widened the outlook of those who frequented it. As 
the common hearth of the nation it must have fostered mental 
progress and stimulated a keen and active interest in the world 
that lay beyond. 

44. GRANT OF A FAIR AT ST. IVES, 1202* 

John, by the grace of God, King of England, etc., greeting. Know 
ye that we, for our salvation and for the souls of our ancestors and 
successors, have granted and by our present charter have confirmed 
to God and the church of St. Mary and St. Benedict of Ramsey, and 
to the abbot and monks tliere serving God, a fair at St. Ives, to 
begin on the fourth day before the feast of St. Lawrence and to 
endure for eight days; to have and to hold forever, so nevertheless 
that it be not to the nuisance of neighboring fairs. 

45 GRANT OF A MARKET AT ST. IVES, 1293* 

Edward, by tlie grace of God, King of Englund, lord of Ireland 
and Duke of Aquitaine, to archbishops, bishops, abbots, piiors, 
earls, barons, justices, sherilTs, reeves, ministers, and all his baililTs 
and faithful, greeting. Know ye that we have granted and by this 
our charter confirmed to our beloved in Christ, the abbot and 
convent of Ramsey, that they and their successors forever have a 
market every week on Monday at their manor of St. Ives in the 
county of Huntingdon, unless that market be to the nuisance of 
neighboring markets. 

46. THE MARKETS OF LONDON^ 

Not till long after London had become a chief resort of merchants 
do they seem to have made it a permanent residence for purposes of 
trade, and even then their dealings were carried on in public markets 
long before we hear of shops and warehouses. The London of the 

‘Adapted by permission from A. E. Bland, P. A. Brown, and R. H. Tawncy, 
English Economic History: Select Documents, pp. 158-59. (G. Bell & Sons, Ltd , 

1914.) 

Uhid. 

^Adapted by permission from H. R. Fox Bourne, M etchants, 17-19. 

(Chatto & VVindus, 1886J 



io6 


INDUSTRIAL SOCIETY 


Plantagenets — all included, of course, within the city walls, and then 
with plenty of vacant space in it — was full of markets. There were 
the Chepe, or West Chepe, now Cheapside, where bread, cheese, 
poultry, fruit, hides, onions, garlic, and like articles were sold by 
dealers at little wooden stalls, not more than two and a half feet 
wide, arranged along the roadside; and the Corn Hill, where grains 
and all articles manufactured of wood and iron were harboured at 
similar stalls; while Soper’s Lane, now Queen Street, Cheapside, 
was the chief resort of the pepperers or grocers; and the Poultry, on 
the other side, was assigned to poulterers, who were freemen of the 
city. Leaden Hall being the special market for dealers in fowls and 
game, who were not citizens. The Pavement at Grace Church and 
the Pavement before the Convent of the Minorite Friars at New 
Gate were for miscellaneous dealings, and thither merchants of all 
sorts were allowed to come and take up their temporary stations. 
The market of Saint Nicholas Flesh Shambles, the precursor of our 
modern Newgate and headquarters of tlie butchers, and the Stocks- 
market on the site of the present Mansion House, both of them 
furnished with permanent stalls, were appropriated to butchers on 
flesh days and to fishmongers on fish days. Near to the Stocks- 
market was the yet more important mart of Wool-Church-Haw, 
close to Saint Mary Woolchurch, the great meeting-place of wool 
and cloth merchants, while in any part of the city, with the exception 
of Corn Hill, carts might stand loaded with firewood, timber, and 
charcoal. Dealers of all sorts, of course, might halt or loiter as they 
chose in the uninhabited suburbs of the city, in Moor-Fields, or on 
the banks of the Old-Bourne, by Fleet-Ditch or round the Holy- 
Well, midway in the dismal unfrequented Strand; and far away to 
the west, in the independent city of Westminster, was a nest of 
separate markets, the principal being at the gates of old Westminster- 
Hall. As London grew and there was need of places for retail pur- 
chase nearer to the more out-of-the-way houses than were the central 
markets it became the fashion for tradesmen to throw open the 
lower front rooms of their dwelling-houses and stock them with 
articles for sale. In this way shops came into fashion. And in 
like manner, to make space for the storage of goods, many upper 
rooms came to be enlarged by pent-houses, or projections, reaching 
nearly into the middle of the streets, but with their floors nine feet 
above the ground, “so as to allow of people riding beneath.” Much 
larger than these were the selds or shields, great sheds erected by the 
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more important dealers for their single use, or by several merchants 
in company, for the sake of separate commodities. One in Friday 
Street, for instance, was, in Edward the Third’s reign, api)ropriatcd 
to traffic in hides, while another, known as the Winchester Seld, 
adjoining the Wool-Church-Ifaw market, seems to have been the 
chief place of resort for the merchants of Wincliester, Andover, and 
other towns, and to have been used by them for the stowage and 
sale of all sorts of goods. Towards the end of the thirteenth century 
its keeper was one William de Wool-Church-lfaw. “This W illiam,” 
we are told, “although bound by oath to abstain from all mal- 
practices, was in the habit, immediately upon tlic arrival of a new- 
comer with wares for sale, of shutting the doors of the seld, opening 
out the goods, and himself, or by his underlings, making his bargain 
with the vendor. The price duly arranged, the goods were exi)osed 
for sale to the public by the mcr( hant-strangers as though their own 
and not already sold — of whidi the consec|uence was that the goods 
were sold at a higher price than they ought to be, the public having 
to pay two profits, one to the merchant-stranger, another to William 
de Wool-Church-lTaw. It was an even greater crime, no doubt, in 
the eyes of the King’s officers that, in defiance of the royal preroga- 
tive, this William had had the audacity to set up a tron of his own 
for the weighing of wool and had taken tronage, or toll, for the same,” 

As the numbers of markets, shops, and sclds imreased, the 
varieties of trades and callings, of course, became likewise more 
numerous. But the separation between wholesale and retail dealers, 
merchants, and tradesmen was much less clearly marked then than 
it now is; and those who bought goods in large quantities, either 
from foreign merchants for sale at home or from the Imglish pro- 
ducers for exportation, for the most part dealt promiscuously in 
articles of all sorts. The divisions of commerce, however, were 
gradually becoming more distinct; and even now there was, at any 
rate, the one broad separation of trades in artic les of food from trades 
in articles of clothing and the like. 

47. MEDIAEVAL SHOPS* 

Mediaeval shops would api)ear to us rather primitive, but their 
evolution is very interesting and alTords an index of the growth of 
trade. According to Mr. Add)-, they were originally below the surface 

‘Taken by permission from A Abram, English Life and Manners in the Later 
Middle Ages, pp. 92-93. (George Routledge & Sons, Ltd., 1913.) 
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of the street, like cellars. In London, Stow tells us, speaking of the 
fishmongers and the butchers, they had at first only movable boards 
or stalls which they set out on market days to show their goods, but 
they procured license to set up sheds which “grew to shops.’' A 
movable stall, “situate beneath the gate of Ludgate,” was let on 
lease in 1375 for ten years at a rent of forty shillings a year, but 
rents were much higher in London than elsewhere. A lease of a 
plot of ground nine feet by five was granted to a butcher of Colchester 
to make a stall thereon, and he paid a rent of two shillings a year. 
When it became necessary to have permanent shops, stalls were 
often fixed onto the front of the lower part of the house and provided 
with hinges so that they could be let down when they were not in 
use. An ordinance of the City of London, in the reign of Edward 
II, decreed that they should not be more than two and a half feet 
wide. They must have been something like the adjustable flaps we 
have on gateleg tables. Sometimes a sloping wooden roof protected 
them, and sometimes the projecting upper stories of the house served 
the same purpose. As business increased the room to which the 
stall was attached was used as a shop, as well as the stall itself; 
and sometimes there was a cellar or a storeroom under the shop. 
The shops in Butchers’ Row, Shrewsbury, which Mr. Parker says 
were built in the fifteenth century, consist of good-sized rooms, 
divided into three parts by stanchions; one opens into the street, 
and the upper portions of the other two form tlie shop window. 
Each shop had its sign hanging outside it to indicate the trade of 
its owner. A survival of the custom may be seen today in the 
pawnbroker’s three balls. Men of the same trade congregated 
together in the same street, and some of the streets of London and 
other towns still owe their names to the occupations of their former 
inhabitants. The makers of the rosaries which were called Pater- 
nosters lived in Paternoster Row, and Lombard Street was the abode 
of the Lombard brokers. 

48. PEDLARS, MERCHANTS, AND CHAPMEN' 

Wayfarers there were in whom both characteristics were united, 
the slowness of pace of the merchant and the lightness of heart of 
the messenger. These were the pedlars, a very numerous race in the 
Middle Ages, one of the few sorts of wanderers that have not 

* Adapted by permission from J. J. Jusserand, English Wayfaring Life in the 
Middle Ages, pp. 231-44. (T. Fisher Unwin, 1892. Author’s copyright.) 
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yet disappeared. A jovial race they seem to have been; they are 
so now, most of them, for their way to success is through fair 
speech and enticing words, and how could they be enticing if they 
did not show good humour and entrain? 

They swarmed along the roads in the Middle Ages. There were 
not then as now large shops in every village with all the necessaries 
of life ready provided for the inhabitants. The shop itself was 
itinerant, being nothing else than the pack of travelling chapmen. 
In the same way as the literature minstrels would propagate, as news, 
tales, letters, pardons from Rome, and many other things, so house- 
hold wares were carried a])Out the country by indefatigable wayfarers. 
A host of small useful things were concealed in their unfathomable 
boxes. The contents of them are pretty well shown by a seiies of 
illuminations in a fourteenth-century manuscript, where a pedlar is 
represented asleep at the foot of a tree, while monkeys have got hold 
of his box and help themselves to the contents. They find in it 
vests, caps, gloves, musical instruments, purses, girdles, hats, cut- 
lasses, pewter pots, and a number of other arti( les. As to the means 
by which i)edlars came by their goods, several were familiar to them, 
and purchase seems to have been only one among many. 

The regular merchants whom Langland and Chaucer describe, 
with busine.ss enough to be in debt, adorned with Flaundrisch hats 
and forked beards, were a very different sort of people; but though 
no mere wanderers, they, too, were great wayfarers. Many of 
them had had to visit the Continent to find a market for their goods 
and for th.eir purchases. 

The importance of this intercourse with the continent, which 
fortunately the variations in the law of the land were unable to check, 
gave prominence to the English merchant in the community. He 
was already in the fourteenth century, and has been ever since, one of 
the main supports of the State. While the numerous applications 
of Edward III to Lombard bankers for ready money are well known, 
it is sometimes overlooked how often he had recourse to English 
merchants, who supplied him with tliat without which his archers’ 
bows would have remained unstrung. The advice and good-will of 
the whole class of merchants could not be safely ignored, therefore 
their attendance was constantly requested at Westminster to discuss 
money and other State matters. Some families among them rose 
into eminence, such as the De la Poles of Hull, who became earls of 
Suffolk with descendants to be killed at Azincourt, to be checked 
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by Joan of Arc at Orleans, to be made dukes, and to be impeached 
for high treason. It was, too, the time of “thrice Lord Mayor of 
London” Dick, afterwards Sir Richard Whittington. Another man 
of the same sort a little later was the famous William Canynge, of 
Bristol, who made there a large fortune in trading with foreign 
countries. One of the boats of this Canynge was called the Mary 
Rcdclijfe, a name as well as his own since associated with the memory 
of the Bristol boy-poet, Thomas Chatterton. 

Below men in such exalted situation the bulk of the merchant 
community throve as best they could. One of the necessities of 
their avocation was constant travelling. They were to be met 
about the roads almost as much as their poorer brothers, the pedlars. 
They also made great use of the watercourses and carried their 
goods by boat whenever there was any possibility. Hence the 
constant interference of the Commons with the erection of new 
mills, weirs, and other hindrances on rivers by lords of the adjoining 
lands. The reasons that merchants preferred such a conveyance 
were that the cost of carriage was less; except for the occasional 
meeting of unexpected locks and weirs, they were more certain than 
on ordinary roads to find before them a clear course; and they were 
better able to protect themselves against robbers. They could not, 
however, go everywhere by water and, willingly or not, they had to 
betake themselves to the roads and incur all the mischances that 
might turn up on the way or at the inn. 

Between the “male” of these chapmen and the mere pack of 
the pedlar the dilTerence is not very considerable; it is not very 
great either if com[)ared to the “male” of the merchant we have 
met before, who travels slowly on account of it, and who is repre- 
sented by the poet as the emblem of “men that ben ryche.” So 
that these three links kept pretty close together the chain of the 
itinerant trading community. They all had to go about and to 
experience tlie gaieties or dangers of tlie road, the latter being of 
course better known to the richer sort than to the poor Bob Jakin 
of the day. The reasons for this constant travelling were numerous; 
the same remark applies to merchants of the fourteenth century as 
to almost all other classes; there was much less journeying than 
today for mere pleasure’s sake, but very much more, comparatively, 
out of necessity. We cannot underrate the causes of personal 
journeys which the post and telegraph, with the money facilities 
they have introduced, have suppressed. But besides this considera- 
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tion, in the fourteenth century the staple and fairs were among the 
causes impelling merchants to move about. 

4 Q. THE SIGNIFICANCE OF ENCiLAND’S FOREIGN TRADE' 

In turning now to consider the beginnings of Fingland’s foreign 
trade, we must steadily bear in mind that, tliough the interest of 
the subject is great, both for the light it (asts on the conditions of 
the time and also because of the dominant part whidi foreign trade 
was destined ultimately to i)lay in English develoi)ment, its bulk 
was relatively very small ihioughout the Middle Ages, in comparison 
with the total economic acti\'ity of the nation. I'ingland remained 
on the whole a self-sufTicing country. Export carried away onl\ 
such surplus raw produce as the land itself did not rccjuire, espc( ially 
wool; and import brought (hielly luxuries, siuh as silks, furs, line 
and dyed \\oollen cloth, and French wines, purchased by a very 
limited upper class, together with the .spices, which rendered more 
palatable the food and drink of the well-to-do. Probably the only 
imported article in genet al use among the masses of the people was 
the Norwegian tar which was employed as dressing for sheep in 
cases of scab; this seems to have been introduced at the end of the 
thirteenth century. Down to the close of the Aliddle Ages, England 
was far inferior to certain other parts of Eurojte — to tlie Rhineland 
and to the great cities of North and South Ciermany on tlie one side, 
to the Italian republics, such as Genoa and Venice on the otlicr — in 
manufacturing skill, in accumulated capital, in commercial enterprise, 
in knowledge of the arts of navigation and of accounting, and in the 
possession of shipping. It was really only in tlie seventeenth century 
that England began to compete with the other nations of Western 
Europe on anything like equal terms, and only in the eighteenth 
century that it took the place of Holland and became the great 
carrying and entrepot nation of the world. 

50. THE STAPLERS* 

The staplers were merchants who had the monopoly of exporting 
the principal raw commodities of the realm, especially wool, woolfels, 
leather, tin, and lead, wool figuring most prominently among these 

‘Taken by permission from VV. J. Ashley, The Economic Organization of 
England, pp. 68-69. (Longmans, Green, & Co., 1914-) 

* Adapted by permission from Charles Gross, The Gild Merchant, I, 140 47- 
(The Clarendon Press, 1890.) 
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^‘staple" wares. The merchants of the staple used to claim that 
their privileges dated from the time of Henry III, but existing records 
do not refer to the staple before the time of Edward I. Previous to 
this reign the export trade was mainly in the hands of the German 
Hanse merchants. 

The staples were the towns to which the above-mentioned wares 
had to be brought for sale or exportation. Sometimes there was 
only one such mart, and this was situated abroad, generally at Bruges 
or Calais, occasionally at Antwerp, St. Omer, or Middleburgh. 
From the reign of Richard II until 1558 the foreign staple was at 
Calais. The list of home staples was also frequently changed. 

The many changes in the location of the staples — especially the 
foreign staples, during the fourteenth century — were often due to 
{)olitical rather than to economic considerations, the removal of the 
staple mart being employed by the English king as a weapon of 
coercion or reprisal against foreign princes. 

It is evident that the staple was primarily a fiscal organ of the 
crown, facilitating the collection of the royal customs. It also 
ensured the quality of the goods exported by providing a machinery 
for viewing and marking them; it stimulated commerce by providing 
alien merchants with a special tribunal and protecting them in other 
ways, '‘to give courage to merchant strangers to come with their 
wares and merchandises into the realm.” 

It is likewise evident, from the ordinance of 27 Edward HI and 
from other records, that the mayor and constables of the home 
staples were public functionaries of the king, originally distinct 
from the municipal authorities, although in course of time it became 
customary in some towns for the mayor of the borough to act ex officio 
as mayor of the staple. 

We are particularly concerned with the organization of the 
Staplers as a company or gild. There can be no doubt that they 
constituted one general fraternity or fellowship, although few modern 
writers allude to this fact, and some expressly deny it. Indeed, the 
Company of the Staple of England is still in existence, although it is 
now shorn of all its ancient trade functions, its members assembling 
only to feast together. 

The home staples of England and Wales individually do not 
seem to have constituted separate fraternities, though they often 
acted jointly, as, for example, in electing their mayors and constables. 
In Ireland, on the other hand, during the fifteenth and sixteenth 
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centuries, the staplers of a town were generally incorporated as a 
company or a fraternity. The charter granted by the king to such 
a fellowship generally allowed its members annually to elect a mayor 
and two constables, to make by-laws, to have charge of the king’s 
beam for the weighing of wares, and to take recognizances of the 
staple. It was the custom in some Irish boroughs to appoint the 
retiring mayor of the town mayor of the staple and the retiring 
bailiffs of the town constables of the staple. 

• The increase of home manufactures and the corresponding 
diminution in the export of wool sapped the foundations of the 
staple system. The prohibition of the export of wool in 1660 must 
have given a finishing blow to the staple as an active organism. 
But there were still some survivals of the home staples in the first 
half of the present century, and, as I have already pointed out, the 
Company of the Staple of England is still in existence. 

51. THE MERCHANT ADVENTURERS* 

It is often assumed that English foreign commerce was almost 
completely, if not altogether, in the hands of aliens, at any rate 
until the fourteentli century was far advanced. But there are 
grounds for believing that the extent to which* English merchants 
carried on foreign trade and competed with aliens in earlier times 
has been greatly underestimated. They were by no means excludetl 
from the export trade, and they had a greater share in the beginnings 
of English commerce than is usually recognized. As early as Stephen’s 
reign the men of Newcastle had their own shii)s, and one rich burgess 
engaged in trading ventures with his own merchant vessels. 

Among the different groups of English merchants who carried 
native wares to foreign countries the most prominent were the 
Merchant Adventurers, who rose to great commercial importance. 

The Merchant Adventurers were trading capitalists; they were 
engaged in foreign trade and left the internal trade of the country 
in the hands of the livery companies. “No person of this fellowship,’ 
ran an ordinance, shall “sell .... by retail .... nor shall keep 
open shop.” The government of the society appears to have been 
located, not in London, but on the continent. It has been stated 
that the Mercers of London formed the nucleus of the company, 
but in any case the members were drawn from many towns. “The 

“Adapted by permission from E. Lipson, The Economic History of England: 
The Middle Ases, pp, 486-92. (A. & C. Black, Ltd., 1915.) 
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Company of the Merchant Adventurers consisteth of a great number 
of wealthy and well-experimented merchants dwelling in divers 
great cities, maritime towns, and other parts of the realm, to wit, 
London, York, Norwich, Exeter, Ipswich, Newcastle, Hull, etc. These 
men of old time linked and bound tliemscKcs together in company 
for the exercise of merchandise and sea-fare, trading in cloth, kersey, 
and all other .... commodities vendible abroad.” At the end of 
the sixteenth century the Merchant Adventurers were said to number 
three thousand five hundred persons, “inhabiting London and sundfy 
cities and parts of the realm.” The Merchant Adventurers of 
other towns were to all appearance distinct but affiliated bodies. 

The Merchant Adventurers constituted a regulated company, that 
is, membership was open to all who were willing to pay its admission 
fees and acquiesce in its authority. Within its sphere of influence 
the company had a complete monopoly of trade, and no outsider or 
“interloper” was tolerated. This monopoly was backed by the 
authority of the English state. It was intended to develop “a 
well-ordered and ruled trade” in which production was limited, 
prices were high and stable, and commodities were well-wrought. 
This was tlie ideal of mediaeval commerce. The Merchant Staplers, 
for example, prided^ themselves on the fact that they had “kept 
and maintained the prices of tdie said commodity (wool) in utterance 
thereof to the strangers as much as in them hath lain.” Again, the 
Merchant Adventurers claimed credit on the ground that they did 
“keep up the price of our commodities abroad by avoiding an over- 
glut of our commodities whereto they trade, .... whereas con- 
trariwise when trade is free, many sellers will make ware cheap and 
of less estimation.” The system of chartered companies had certain 
definite advantages. It gave to merchants in the pursuit of their 
trade a recognized status as tlie members of a wealthy and powerful 
company, able to maintain its privileges and to resist oppression. 
It prevented excessive competition among traders, which flooded 
the market with commodities and lowered prices to the benefit of 
foreign buyers. Merchants abroad were forbidden to sell or buy 
secretly; and their transactions were conducted in tlie presence of 
brokers, who were to make a report to the governor and so prevent 
strife or disputes arising among them. It was also the duty of the 
governor to demand evidence from traders that they had paid custom 
duty on English exports. At tlie same time the regulated company 
afforded the government an instrument by which it could direct 
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trade into the proper channels and advance the interests of the 
state as they were then understood. Its p;reat drawback was that 
it retarded tlie expansion of trade; it curtailed competition and 
checked enterprise. It is commonly said in its defence tJiat tlie 
market was limited, and the demand for comnKxlitics fairly stable. 
In so far as this was the case the evil was not perlnips unduly great, 
but it is difficult to determine how far opportunities for individual 
enterprise and initiative were restricted to the real detriment of the 
oversea trade. The enemies of tlie chartered company were the 
interlopers who were outside their fellowship, but “intermeddled ’ 
with their trade. They apiicalcd to the traditional “Englishman’s 
liberty” and defied the Adventurers’ niono[)oly. Their activities 
were most marked in the seventeenth century, but they were ahead \ 
in existence in the sixteenth. 

52. MEDIAEVAL AND EARLY MODERN BUSINESS 
ASSOCIATIONS^ 

The need of association was felt especially in the Middle Ages 
because it was ncce.ssary that a merchant or his representative should 
accompany his wares on the road. It was often difTicult for a mei- 
chant to look after a commercial venture in person; he could not 
trust it to a hireling; and the slight development of the carrying and 
commission profession made it impossible for him to leave it to a 
class of persons who nowadays make it their business to attend to siu h 
matters. The merchant would choose by preference a member of his 
family, and family partnerships were the prevailing form of association 
at first. With the growth of commerce, however, greater freedom of 
association was demanded, and the group ceased to be limited by 
considerations of relationship. 

By joining together, two or more men could follow difTcrent lines, 
one would stay at home while another could accompany the wares, 
and perhaps still another could attend to sales in a distant city. Ihe 
advantages of this are apparent, and of not less importance are the 
benefits arising from the better utilization of capital. A person who 
had accumulated wealth, but who, on account of advanced age, 
physical disability, or other circumstance, could not himself employ 
it in commerce, would join with him a man who contributed to the 
enterprise the necessary business activity. 

‘ Adapted by permission from Clive Day, A History of Commerce, pp 1 15-17, 
143-48. (Longmans, Green, & Co., 1912.) 
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Capitalists gained also in another way, for they were enabled by 
association to share the risks of an enterprise. A man who put all 
his money into one ship or cargo ran the risk of being ruined; the 
dangers in the path of commerce were by no means slight. By 
distributing his capital in a number of enterprises, however, as could 
easily be done if he entered into association with others, he could hope 
to make up for any probable loss by the profits of his successful 
ventures, and can be regarded as insuring himself. We find, in fact, 
that the shipping business was for the most part carried onjin this wAy. 

Commercial association took ordinarily the form of a “com- 
menda” (Latin commendare, entrust). The “commendator ” ccn- 
tributcd capital in the form of money, wares, or a ship, while the other 
party, called the “ tractator, ” contributed only his personal services to 
the enterprise, of the profits one fourth went to the tractator and 
the remainder to the commendator. The tractator who saved his 
earnings could in time also contribute cajiital, and was given a greater 
share of the profits and more freedom in conducting the business. 

The commenda, corresponding to a “silent partnership,” was 
older and of more importance in commercial undertakings than the 
ordinary partnership of the iiresent day, but the latter form of 
association grew up also at this time, and was used in commerce as 
well as in industry. The joint-stock corporation belongs in its 
important applications to a later period. 

The different forms of partnership developed especially in Italy 
in the last few centuries of the Middle Ages, when the growth of 
commerce was most rapid, and they became extraordinarily extensive 
and important. From Italy the practice of association spread to the 
North of Europe, and it became practically universal in commercial 
undertakings. 

We have now to study the rise of great companies which form a 
connecting link with the corporations and trusts of the present day. 

Among the reasons for the rise of great commercial companies the 
following are to be noted: (i) Distant commerce was exposed con- 
stantly to armed attack. It was essentially military in character, and 
required for successful prosecution greater military force than a small 
group of men could afford. (2) Partly because of dangers suggested 
above, partly because of the natural perils of the sea under the con- 
ditions of navigation at the time, partly because of tlie very novelty 
of the trade, distant commerce was very hazardous. If five men sent 
out a ship they might make a great fortune, but they might lose 
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everything. If they associated themselves with ninety-five others 
and together sent out twenty ships they were pretty sure to lose some 
of these, but they were pretty sure to make from the other ships 
enough to return large profits. 

It was natural, under the circumstances, that associations of men 
should spring up for carrying on commerce in distant parts. We must 
note further, however, that these associations were required by Euro- 
pean governments, that a certain field was assigned to each company 
in "which it was given a monopoly, and that in this field trade by 
individuals and by other associations was proliibited. The reasons 
for this course were, in brief, as follows: 

1. The peoples of distant countries did not distinguish between 
individual merchants. As all Chinamen look alike to us, so all 
Englishmen or even all Europeans were alike to them. An unscru- 
pulous trader who cheated, robbed, or killed a native, escaped the 
consequences of his crime and left them to be borne by his countrymen 
who sought later to carry on the trade. The home government could 
not punish such offences, and it could not afford to let them continue. 
It secured, therefore, that a man proposing to trade to a distant 
country should have an interest in the permanent welfare of the trade, 
by making him contribute money to the associAtion and subscribe 
to its rules. 

2. The government could dimini.sh the risks of distant commerce 
by assuring merchants who spent money in building up a trade that 
they should not be deprived of the fruits of their labours by newcomers 
who had made no sacrifices. It seemed as proper to encourage in 
this way the investment of capital in commerce as to encourage' 
investment in manufactures by granting patents. 

3. Finally, governments were led naturally to apply the prevalent 
ideas of gild regulation to distant commerce, and found some practical 
advantages in doing this; it was easier to tax and to regulate an 
association of men than a number of individuals. 

Many of the objects enumerated above could be obtained by 
union in what was called a “regulated company." The regulated 
company had a monopoly of a certain field of trade, and established 
regulations which were binding on the members trading in that field. 
Everyone, however, who secured admission by paying the entrance fee 
and promising obedience to the rules, traded thenceforth with his own 
capital, and kept his profits for himself; there was no pooling of capi- 
tal or profits. The character of such a company may be suggested 
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to readers by the organization of the modem stock exchange. No 
one who is not a member can trade on the exchange, and every 
member is bound to follow certain rules in his dealings, but every 
member keeps his capital and profits distinct from those of the others. 

The regulated company was at best a loose association. Individ- 
ual traders had no greater interest in it than the amount of their 
entrance fees, and regarded their momentary individual interests as 
more important than the permanent interests of the group. This 
weakened the control of the company over the associates, and rendered 
difficult the prevention of abuses. A strong and active policy was 
hardly possible, moreover, when associates kept the bulk of their 
capital in their own hands, and could withdraw in periods of adversity, 
so that the resources available to push the interests of the association 
diminished when most needed. 

The problem set before Europe in this condition of affairs was as 
important as it was difficult. Tlie future of European commerce, 
even of European civilization, depended on some solution which 
would make from the individual impulse to gain, the instinctive 
selfishness of every man, a collective force which would enable a 
number of men to work for gain together. The partnership had 
united the intcrcsts*of a very few men, simplifying the problem by 
starting with members of the same family, who were naturally bound 
together. The relation of merchant and factor was another move in 
the right direction, as it united in loyal support of each other two men 
separated by considerable distance, and with no other common interest 
than that of their business. The principle of association must, 
however, be extended far beyond the bounds of factorship, or partner- 
ship, or of the regulated company, if Europe was to rise to the opportu- 
nity presented by trade with distant countries. 

The problem, reviewed briefly, was to get: {a) a permanent stock 
of capital, (b) so large that it must be contributed by a very consider- 
able number of people, (c) under the management of a few people 
who would employ it efficiently and for the advantage of all the 
contributors. The solution was the joint-stock company. Early 
examples of 'this form of association arc to be found in Italy, but it 
developed north of the Alps only after the founding of the Dutch and 
English East India companies about 1600. 

Let us see how the stock company meets the demands for an 
improved form of association which were imperative at this time 
(i) It insures permanence of operation. Individual stockholders 



MEDIAEVAL INDUSTRIAL SOCIETY 


119 

or managers may die, but the company does not die with them; 
their places are filled, and the company continues with its original 
capital. (2) The contributor does not, like a partner, need to be a 
business man; docs not, like a silent partner, need to ha\e especial 
trust in the person of the managers. The contributor may be a 
foreigner, a child, or a woman, and the sources from which caj)ital 
may be drawn are thus immensely CKtended. (3) Capitalists of every 
class are willing to contribute to the undertaking because of the 
pechliar safeguards which this form of association offers to them. 
In the first place, though the investment is permanent, from the 
standpoint of the comiiany, and so enables the management to carry 
out far-sighted plans, yet it endures, from the standpoint of the 
individual subscriber, only so long as he pleases. The system of 
transferable shares enables a stockholder to sell out his interest at 
any time, and so change his investment. In the second iilace, the 
stockholders have a voice in the managnmieiit of the company [no 
portionate to their interest in it. T’hey dioose the persons to whom 
they will intrust the acti\e direction of affairs, rer[uire [lei iodic al 
reports on the course of IniMiiess from the managing directors, and 
have the [)Ower to change the directors if the conduct of affairs is not 
satisfactory. * 

The reader would err if he assumed that all the advantages 
suggested above were secured immediately on the founding of the 
first stock companies. Experiments of various kinds were tried at 
the start, and only gradually did the com[)anies take the form which 
they have assumed in modern law. The English least India Com[)any, 
for instance, which was founded in 1600 as a regulated company, 
was made over into a joint-stock company by degrees, and could not 
be regarded as permanently established on this basis for over fifty 
years. Generations of bitter ex[jerience were required to teach 
people the possible dangers as well as the possible benefits of this form 
of association. 

Incompetence and corruption were prevalent in the management 
of affairs. The worst abuses of our modern corporations give one 
but a faint idea of the enormities that were peq:)etrated in the early 
period of joint-stock history. In spite of all, the joint-stock comiianies 
accomplished the purpose for which they were created; they attracted 
capital at home, stimulated the prosecution of a definite policy 
abroad, and extended commercial interests as individuals or other 
forms of association would have been unable to do. The American 
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reader may remember that Virginia was founded and Massachusetts 
was developed by joint-stock companies. Other forms of association, 
especially partnership, were more suitable for many purposes, and 
increased constantly in number; but alongside them several hundred 
stock companies grew up in Europe of which perhaps a hundred were 
founded to develop great commercial and colonial undertakings. 

53. MEDIAEVAL CURRENCY* 

One of the serious obstacles to the development of commerce 
was the character of the currency in the various countries of Europe. 
Assuming that the reader appreciates the importance of money as 
facilitating the operations of exchange and knows the qualities of 
good money, we may confine ourselves to pointing out some of the 
characteristic faults of mediaeval currency. 

1. Merchants could not rely upon the government to maintain 
the standard of value. In many countries the kings debased the 
coinage again and again to secure the means of carrying on war or 
paying public expenses of other kinds. Every debasement, as it 
left the coins with less pure metal, lowered their purchasing power 
and raised prices; many innocent people suffered, and everybody 
grew reluctant to make bargains and contracts. 

2. In many countries, especially those on the Continent, the 
privileges of the great feudal lords included the right to keep a mint 
and to issue coins. The central government restricted this right as 
it grew stronger, but in general the currency of mediaeval Europe 
was made up of a vast variety of coins of standards even less reliable 
than that of the king's coinage. There was danger that a coin, 
even if it was of good weight, could not be passed at its full value 
outside the locality where it was minted. 

3. Even in countries like England, where feudal coinage was 
put down and where debasement by the government was excep- 
tional, counterfeits were not rare, and the clipping of coin was 
very common. 

These characteristics of mediaeval currency made the money- 
changer a necessary figure in the commercial world; he was to be 
found everywhere, even in the small towns, buying and selling the 
various coins in circulation. 

* Adapted by permission from Clive Day, A History of Commerce, pp. 11S-21. 
(Longmans, Green, & Co., 1912.) 
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In Italy, also, the money-changers developed other forms of 
banking. As they were dealers in money, business men in want of 
capital for their operations naturally sought it of them. The money- 
changers might lend it from their own stock or act as brokers and 
secure the money from some man who had a surplus. The short 
step from this to the common form of modern banking was made 
when merchants deposited their surplus cash with the money-changer, 
and he had thus a considerable stock which he could lend so long as 
he kept sufficient reserve to meet the demands of depositors. It 
soon became unnecessary for money to pass at all in large transactions. 
A man could get a loan from a bank simply by having a deposit 
ascribed to him on the books and could assign this loan to others 
as lie chose to pay it out. The characteristic danger of banking, 
the attempt to make a great deal of credit out of a little capital, 
appears early in Italy, witli its results of failures and crises. The 
advantages of the banking system, however, the economizing of 
time and money, and the facilitating of business operations were so 
clear that banking kept its place and spread, toward tlie close of the 
Middle Ages, from Italy to other countries. 

54. THE LAW MERCHANT 

The law by which the commercial life of the mediaeval trader 
was governed was not tlie common law of the land but the law mer- 
chant, aptly termed by Maitland “the private international law of 
the ]yliddle Ages,” and identified by a fifteenth-century chancellor 
with the law of nature. This was a special body of legal usages and 
doctrines binding on merchants throughout Europe in their mer- 
cantile relations. While at the outset a uniform system of law was 
only gradually developed out of the conflicting practices of the 
diflerent localities, there ultimately grew up a definite body of law 
distinct from common law and of international bearing. It had 
several well-defined features, and foremost among these the author 
of a treatise on the Lex Mercatoria places the summary nature of 
its procedure. Again, it was unwritten, customary law, created by 
the merchant “out of his own needs and his own views,” though to 
some extent it may have come under the influence of statute law. 
In certain respects it openly diverged from the common law of the 
land and in some degree anticipated modern commercial practices. 

' Adapted by permission from E. Lipson, The Economic History of England: 
J'he Middle Ages, pp. 224-32, (A. & C. Black, Ltd,, 1915.) 
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Especially characteristic was the payment of a God’s penny to bind a 
purchase; once the parties to a contract had paid “earnest” or assur- 
ance money, neither could withdraw from it. Its principle appears 
to be that of the festuca, or symbol of possession, which tlie seller of 
land handed to the purchaser in token of the chan^^e of ownership. 

Anotlier mercantile in.stilution was that of promissor}' notes, an 
institution of extreme importance in the dcveloi)ment of trade and 
finance. The procedure of mercantile law was still often formal and 
mafked by the retention of antiquated survivals. Thus in 1287 the 
party to a suit at the fair of St. Ives lost his case because one of the com- 
purgators in taking the oath made a slip in the name, sa\ ing Robert 
for Henry. None the less, in certain directions there was a dejKirture 
from establi.shed usage. Notably was this the case in the i)roduction 
of proof by talh^, or by evidence based on the examination of w il ne.sses 
in the open court, while professional pleadeis were afTorded scojic for 
their activities. For these various reasons the pie|)owder court, and 
the law which it administered, merit the most considerable attention. 
Throughout the Middle Ages and beyond England wars covered 
with a network of courts, which in number and energy w^ere scarcely 
inferior to the rural courts of the townships. At the same time they 
must have contributed enormously to the consol Klation of a body of 
mercantile law, which in its turn has been an important source of 
modern jurisprudence. 

The holding of a piepowder court was not the prerogative of 
the fairs alone. They were often set up in boroughs to provide 
expeditious justice “for merclianls and foreigners passing tlirough” 
in matters affecting “covenants, contracts, trc.spasses, and debts.” 
The promise of speedy justice was one of the concessions extended 
to aliens in the Carta Mercaloria (1303). Cambridge held a court 
“between merchants and merchants concerning their merchandises” 
from day to day and from hour to hour, according to the exigencies 
of the complaint. London also took measures to facilitate speedy 
judgment in order that foreign merchants might not be delayed by 
a long series of pleadings. 

The president of the court was the mayor or bailiff of the borough, 
or the steward where the franchise was not under municipal control. 
With the president, who executed the judgment of the court, was 
associated a varying number of assessors who helped to administer 
justice, and in cases affecting alien merchants half of them were 
drawn from aliens present at the fair. These assessors were 
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themselves merchants, and in accordance with mediaeval procedure 
they were the suitors who gave the verdict and, whenever difficulties 
arose, declared the law. There was commonly, though not invariably, 
an appeal from their judgment to the supreme courts. The com- 
petence of the court covered a great variety of pleas arising from 
debts, contracts, trespasses, breaches of the assizes of bread and ale; 
sometimes it also extended to pleas of land, but pleas of the Crown 
were excepted. Besides commercial litigation, it dealt with the 
collection of tolls and the maintenance of i)eace and order. Ollenders 
were presented for assault, for opprobrious epithets, and for undue 
encroachment, for example, “annoying the beast market with carts.” 

55. EVILS RESULTING FROM A LACK OF COMMERCE' 

It will be well to consider the results of a system which was 
based on the lack of commerce. With regard to the main product, 
food staples, the result was an alternation of waste and want. A 
good year brought a surplus for which there was no market outside 
the village, and which could not be worked up inside for lack of 
manufacturing skill and implements. A bad harvest, on the other 
hand, meant serious suffering, because there was no opportunity to 
buy food supplies outside the manor and bring them to it. Nearly 
every year was marked by a famine in one part or another of a 
country, and famine was often followed by pestilence. Diseases 
now almost unknown in the civilized world, like leprosy and ergotism 
or St. Anthony’s fire, were not infrequent. The food at best was 
coarse and monotonous; the houses were mere hovels of boughs 
and mud; the clothes were a few garments of rude stuff. Nothing 
better could be procured so long as everything had to be produced 
on the spot and made ready for use by the people themselves. Finally, 
these people were coarse and ignorant, with little regard for personal 
cleanliness, and with practically no interests outside the narrow 
bounds of the little village in which they lived. 

56. MEDIAEVAL VS. MODERN TRADE AND INDUSTRY^ 

In comparing the conditions of trade and industry inside the 
towns with tliose of the present day, very wide differences appear. 
Commonplaces of this century, such as capital, labour, employer, 

'Adapted by permission from Clive Day, A History of Commerce, p. 36. 
(Longmans, Green, & Co., 1912.) 

* Taken by permission from G. T. Warner, Lamimarks in English Industrial 
History, pp. 60-62. (Blackie & Son, Ltd , 1912.) 
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E. Social Control of Industrial Activity 

See also 378. Conscious and Unconscious Social Control. 

57. THE POWER OF THE CHURCH AS AN AGENCY OF 
CONTROL^ 

We must now consider the mediaeval Church as a completed 
institution at the height of its power in the twelfth and thirteentli 
centuries. 

The mediaeval Church was very different from modern churches, 
whetlier Catholic or Protestant. 

1. In the first place, every one was required to belong to it, just 
as we all must belong to the state today. One was not bom into the 
Church, it is true, but he was ordinarily baptized into it before he had 
any opinion in the matter. All western Europe formed a single 
religious association, from which it was a crime to revolt. To refuse 
allegiance to the Church or to question its authority or teachings was 
reputed treason against God and was punishable with death. 

2. The mediaeval Church did not rely for its support, as churches 
usually must today, upon the voluntary contributions of its members. 
It enjoyed, in addition to the revenue from its vast tracts of lands and 
a great variety of fees, the income from a regular tax, the tithe. Those 
upon whom this fell were forced to pay it, just as all must now pay 
taxes imposed by the government. 

3. It is obvious, moreover, that the mediaeval Church was not 
merely a religious body, as churches are today. Of course, it main- 
tained places of worship, conducted devotional exercises, and culti- 
vated the spiritual life; but it did far more. It was, in a way, a state, 
for it had an elaborate system of law and its own courts, in which it 
tried many cases which are now settled in our ordinary tribunals. It 
had also its prisons, to which it might sentence offenders to lifelong 
detention. 

4. The Church not only performed the functions of a state; it 
had the organization of a state. Unlike the Protestant ministers of 
today, all churchmen and religious associations of mediaeval Europe 
were under one supreme head, who made laws for all and controlled 
every church officer, wherever he might be, whether in Italy or Ger- 
many, Spain or Ireland. The whole Church had one official language, 

‘ Adapted by permission from J. H. Robinson, An Introduction to the History 
of Western Europe, pp. 201-2. (Ginn k Co., 1903.) 
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Latin, in which all communications were dispatched and in which its 
services were everywhere conducted. 

58. THE CHURCH AND BUSINESS ACTIVITY' 

The teaching of the Gospel as to worldly goods had been unmis- 
takable. It had repeatedly warned men against the [)ursuit of wealt h, 
which would alienate them from the service of God and choke tlie 
good seed. It had in one striking instance associated spiritual per- 
fection with the selling of all that a man had that he miglu give it to 
the poor. It had declared the poor and hungry blessed, and had 
prophesied woes to the rich. Instead of anxious thought for the food 
and raiment of the morrow, it had taught trust in God; instead t)f 
selfish appropriation of whatever a man could obtain, a charity which 
gave freely to all who asked. And in the members of the e.irliest 
Christian Church it presented an example of men who gave up theii 
individual possessions and had all things in common. 

We cannot wonder that, witli such lessons before tlicin, a .salutary 
reaction from the self-seeking of the pagan world slioiild ha\ e led the 
early Christian Fathers to totally condemn the pursuit of gain. It 
took them further— to the denial to the individual of the right to do 
what he liked with his own, even to enjoy in luxury the wealth he 
possessed. The highest moral and legal philosophy of the ancient 
world strengthened this purely religious feeling by bringing to its 
aid the doctrine of a “law of nature.” 

If, however, to seek to enrich one’s self was sinful, was trade 
itself justifiable? This was a question which troubled many con- 
sciences during the Middle Ages. On the one hand, the benefits 
which trade conferred on society could not be altogether overlooked, 
nor the fact that with many traders the object was only to obtain 
what sufficed for their own maintenance. On the other hand, they 
saw that trade was usually carried on by men who had enough already, 
and whose chief object was their own gain. “If covetousness is 
removed,” argues Tertullian, “there is no reason for gain, and, if 
there is no reason for gain, there is no need of trade.” Moreover, as 
the trader did not seem himself to add to the value of his wares, if 
he gained more for them than he had paid, his gain, said S. Jerome, 
must be another’s loss; and, in any case, trade was dangerous to the 

* Adapted by permission from VV. J. Ashley, An Introduction to English 
Economic History and Theory: The Middle Ages, pp. 126-32, i5S-^3' (Longmans, 
Green, & Co., 1892.) 
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‘ Adapted by permission from J. H. Robinson, An Introduction to the History 
of Western Europe, pp. 201-2. (Ginn k Co., 1903.) 
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doctrines especially did they insist — that wares should be sold at a 
just price, and that the taking of interest was sinful. They enforced 
them from the pulpit, in the confessional, in the ecclesiastical courts; 
and we shall find that by the time that the period begins of legislative 
activity on the part of the secular power, these two rules had been so 
impressed on the consciences of men that Parliament, municipality, 
and gild endeavored of their own motion to secure obedience to them. 

Now, speaking generally, it may be said that during the period 
fronfi the eleventh to the fourteenth century there was but a very small 
held for the investment of capital. In the trading centres there were, 
indeed, during the later part of the period, occasional opportunities 
for a man to take part in a commercial venture, and no obstacle was 
put by the Church or public opinion to a man’s investing his money 
in this way when no definite interest was stipulated for, but he became 
a ho7ia fide partner in the risk as well as the gain. But such oppor- 
tunities were very rare. We must not forget that England was, 
almost entirely, an agricultural country and that its agriculture was 
carried on under a customary system which gave little opportunity 
for the investment of capital. Even in the rising manufactures of 
the time there was little room for “enterprise” or “extension of busi- 
ness”; the demand was too small, the available 'workmen too few, 
for any such rapid increase in production as we arc nowadays familiar 
with. Under such circumstances, when money was borrowed, it 
was usually to meet some sudden stress of misfortune or for “unpro- 
ductive” expenditure, e.g., by a knight to go on crusade or by a 
monastery to build a church. 

In some cases like these it seemed unjust that a person possessing 
money which he could put to no productive use himself should make 
gain out of the necessities or piety of another. Amjile security was 
usually given for the return of the money lent; and as the alternative 
to lending was that the money remained idle in the hands of its posses- 
sor, he was in just the same position when his money came back to 
him as if he had never parted with it. Surely, under these circum- 
stances, we cannot blame the moralists who thought that the evils 
of usury were so great that they did well to prohibit the payment of 
interest altogether. And such an opinion was likely to be strength- 
ened by the grievous results before their eyes of such usury as was 
permitted— that exercised by tlie Jews. The Jews of history were 
not cringing cowards, but too often merciless bullies, confident of the 
royal protection. We can hardly blame them. They were shut out 



INDUSTRIAL SOCIETY 


130 

by law or prejudice in almost every country from engaging in agri- 
culture, industry, or commerce, and were thus almost driven to trade 
in money. 

It is scarcely denied by competent modern critics that, at some 
period at any rate, during the Middle Ages there was such an absence 
of opportunities for productive investment as relatively to justify 
this strong prejudice against interest; the only difference of opinion 
is as to how late that period reaches. One writer is of opinion that 
even before the twelfth century the economic condition of things was 
such that the papal decrees could not possibly meet with obedience; 
he can only regard the effort of the Church as a vain struggle against 
irresistible tendencies. 'Fo another the prohibition seems justifiable 
far into the fifteenth century. On the one hand, it is clear that the 
growth of commerce from the thirteenth century onward must, by 
widening the field for profitable investment, have lessened the injus- 
tice of taking interest. 

We must, however, notice the application of the prohibition to 
cases other than money loans. The repayment of a loan together 
with interest in money had, of course, been the first subject of prohi- 
bition, but even the Fathers of the fourth and fifth centuries had 
rebuked those who pretended that usury consisted only in taking 
money interest. If you lend money to a man, expecting to receive 
from him more than you have given, whether it is in money or in corn, 
wine, oil, or anything else, you are a usurer, says S. Augustine. 

The transition was easy from usury, strictly so called, to usurious 
practices in ordinary trade. Thus all payment of money in return 
for the y,mng of credit all bargains in which goods were sold at a 
price higlicr than their real value in consideration of the seller’s having 
to wait some time before he was paid - were deemed usurious. For 
it was the same as if the seller were to charge interest for lending the 
goods themselves, or the a uount of money which was the just piice 
of the goods, to the buyer for the period during which the seller 
waited for payment. 

It is easy to see how the theory of usury, when it had once been 
developed to tliis point, would come to be interwoven with the theory 
of just price, until the one could in many doubtful cases be brought 
to strcngtiien the other. It will be worth while to conclude this section 
with two quotations which show how the teaching was presented in a 
popular form. The following is taken from the Ayenbite of Inwyt, a 
sort of manual for confessors, of wide use in the later Middle Ages, 
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itself a translation made in 1340 by a certain Dan Michel, a monk 
of Kent, from a French treatise written in the previous century: 
“The eighth bough of Avarice i^> chaffering, wherein men sin in main' 
ways, for worldly gain, and especially in seven ways. The first is to 
sell things as dear as one can, and buy things as cheap as one can 
The next is lying, swearing, and foreswearing, tlie higher to sell theii 
wares. The third is by weights and measures, and tliat may be in 
three ways: the first when a man has divers weights or divers meas- 
ured, and buys by tlie greater weights or measures and sells by the 
lesser; the second when a man has light weights and measures but 
makes an untrue use of them, as when taverners till a measure w'ith 
scum; the third when in weighing a thing it is made to apjiear heaviei 
than it is. The fourth manner of sin in chalTering is to sell to time 
[referring doubtless to such sale-^ on credit as ha\ e just been c\{)lained| 
The fifth manner is to sell otherwase than one hath showed before, as 
the scriveners do who begin with words fairly wiilten. The sixth 
is to hide the truth about the thing one sells, as to horsedealers. And 
the seventh is to contri\e that the thing sold should aiipear better 
than it is; as when cloth-dealers sell their cloth in a dim light.” 
Usury is tilso dnided into seven kinds. “ Ihe lust when a loan is 
made in money, and the lender receives [irolits in hioiiey, or in horses, 
or corn, or wine, or fruits of the land which he takes m pledge, over and 
above the capital sum, and without reckoning them as part payment 
What is worse, a creditor will sometimes demand payment seveial 
times in a year, to raise the rate of usury, even when at each term he 
receives a gift; and he wall often turn the interest into the principal 
debt These are usuries e\d and foul. '\ he courteous lender is he 

that lendeth without making bargains for [)iofit Ihe next 

manner of usury is that of those who do not lend themselves, but 
retain what their fathers, or those whose wealth they have inherited, 
have received through usury, d'he third way is that of those who are 
ashamed to lend wath their own hand, but lend through their servants 
or somebody else. They are thus master money-lenders; and of such 
sin those great ones are not free who support Jews and other usurers, 
that destroy the country, receiving from them the ransom money of the 
goods of the poor. The next waay is that of those wUo borrow at a low 
rate of interest themselves and lend at a greater -the little usurers. 
The fifth manner is when a man sells a thing for more than it is w'orth 
at the time; or, what is worse, when he sells at a time when his wares 
are greatly needed for twice or thrice as much as they are worth. 
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Such trade is ruinous to the knights who follow tournaments; they 
get from them their estates in pledge and never release them. Others 
buy articles, such as corn or wine, for half as much as they are worth, 
and sell them for more than twice as much as they are worth; or 
buy them in harvest time, or when they are especially cheap, with 
intent to sell them again when they are dear, wishing for a time of 
scarcity ; while others, again, buy corn in tlie blade, and vines in the 
flower. The sixth manner of usury is to lend money to merchants 
on condition that they shall share in gains but not in losses. . ; . . 
And finally the seventh manner is that of those who lend a little to 
their poor neighbours when they are in need, on condition that they 
shall work for them, and get out of them three pennyworth of work 
for every penny they have lent.” 

59 . FAIR DEALING AND FAIR PRICE' 

So far as the affairs of individual workers or dealers came befou 
the courts they, of course, tried to do what was fair between man and 
man; and in their customs we find the record of their practical wisdom 
and experience. They had not necessarily a very high ideal of Chris- 
tian duty, and their gild merchants do not appear to have had the 
religious side of Hie very markedly developed; but they felt that 
“honourable thing was convenable” for the men of the town, and 
they tried to enforce what was fair as to a day’s work and a day’s 
pay and to secure that transactions should be conducted on reasonable 
terms — that the buyer should pay a reasonable sum for an article 
on which the seller made a reasonable profit. But we must again re- 
member that, though the courts and their customs embodied this view, 
it was not necessarily the line taken by each individual tradesman. 
The mediaeval craftsman would scamp his work, and the mediaeval 
merchant try to pass off inferior articles at high prices, but we only 
hear of him when he was found out. The ordinances of gilds and 
regulations of towns set a standard to which the honest citizen would 
wish to conform, so that he might hold an honourable place in the 
town; the rules would thus affect personal morality favourably. 
But if all men had lived up to a high ideal and done their work in the 
best way from mere love of it, there would have been no need of either 
craft gilds or ordinances to keep them up to the mark. 

'Adapted by permission from W. Cunningham, The Growth of English In- 
dustry and Commerce: Early and Middle Ages, pp. 228-35. (The Cambridge Uni- 
versity Press, 1890.) 
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In the attempt to do the fair thing between man and man many 
regulations were framed on matters which we now allow to take their 
own course. At the same time there is an obvious advantage in 
thinking out the fair price and settling it where this can be done. 
There is a distinct advantage in having an authoritative tariff as 
to the reasonable cab fare, and the maintenance of regulations in 
regard to those vehicles does not, in all probability, interfere witli tlie 
prosperity of the trade; so long as the regulations arc wise, they 
subserve the comfort of the public and the good of the trade. In the 
circumstances of mediaeval commerce, when there were comparatively 
slight fluctuations in the conditions for the supply of manufactured 
goods, and labour was such a very important element in the cost of 
production, it was almost as easy to frame similar regulations for 
reasonable transaction in trades of all sorts as it is to fix rates for 
cab liirc in the present day. 

There were of course varieties of season, and the food suppl)' was 
necessarily drawn from a comiiaratively limited area, so tliat a loi al 
scarcity would affect prices more than it docs in the present day. 
The price of corn was necessarily left to be settled by competition, 
and all that could be done was to try and ensure that this comiictition 
should be public, and that there should be no attempts to make a 
profit by speculative transactions or by creating an artificial scarcity; 
prohibitions of engrossing and retailing had this objeit in view. 
Common folk had a strong suspicion that the man who was able to 
secure a monopoly by engrossing or by buying up the available supply 
of any article would retail on terms that were to his own profit, but 
not to the advantage of the community. But when the price of corn 
had adjusted itself by “the higgling of the market,” a sliding siale 
could be used to adjust the price of bread, so that the baker might 
recoup his expenses and get a fair profit, while the public would be 
supplied at rates which were not excessive. This sliding st ale was 
known as the Assize of Bread; it was certainly framed in the time 
of Henry II, but this need not have been the first attempt at formu- 
lating it. 

When the price of food was thus known it was possible and 
“reasonable” to assign rates of wages; in the time of Henry II wages 
were apparently intended to vary along with the price of bread, and 
in and after the time of Elizabeth this scheme was carried out with 
more or less success by the justices of the peace; at other times the 
authorities were content with fixing a maximum rate. 

6 
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Some attempt was also hiade at enforcing a standard of quality 
in the goods exposed for sale; we read of an assize of cloth in the time 
of Richard I. This might have been devised with a view to the pro- 
tection of the purchasers of imported cloth, but it would also serve 
as a standard for the weavers, as the manufacture was gradually 
developed in England and Wales. 

The municipal courts enforced what was fair as a matter of policy, 
but there was another authority which dealt with what was right and 
wrong as a matter of Christian duty. The discipline of penance, and 
the canons which were enforced in the ecclesiastical courts were 
framed, not with reference to burghal prosperity, but in the hope of 
detecting and suppressing the greed of gain. In earlier times there 
had been very sweeping condemnations which would have included 
almost every kind of trading, but it was obviously impossible to 
enforce such prohibitions. Even though it might be admitted that 
the merchant’s life was one of many temptations, since there were so 
many opportunities of fraud, it by no means followed that he always 
yielded to them. The difficulty became more pressing in the twelfth 
and thirteenth centuries when trade was generally extending; and if 
the evils were really to be met, it could only be done by finding the 
inner grounds of the prohibition and applying it equitably according 
to the different circumstances of different cases. 

Modern theory assumes that in buying and selling each man will 
do what is most to his own private advantage, and thus explains how 
the prices of different classes of goods tend to be determined on this 
assumption: it merely attempts to give an explanation of actual 
practice. But the mediaeval doctrine of price was not a theory 
intended to explain the phenomena of society, but it was laid down 
as the basis of rules which should control the conduct of society and 
of individuals. At the same time current opinion seems to have been 
so fully formed in accordance with it that a brief examination of the 
doctrine of a just price will serve to set the practice of the day in 
clearer light. 

In regard to other matters it is difficult to determine how far 
public opinion was swayed by practical experience and how far it was 
really moulded by Christian teaching. This is the case in regard to 
usury. But tliere can be little doubt about the doctrine of price; 
the whole conception of a just price appears to be purely Christian; 
it is unknown to the Civil Law and had as little place in Jewish habits 
as it has in modern society; but it really underlies a great deal of 
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commercial and gild regulation and it is constantly implied in earl\' 
legislation on mercantile affairs. 

S. Thomas Aquinas, whose treatment of the subject is classical, 
assumed that everything has a ju^t price, that there is some amount 
of money for which it is riglit that tlie owner of the ware should 
exchange it. He does not discuss the conditions on which this 
depends, as it is of more practical importance that we should under- 
stand how the just })rice of anything is to be known. The just j^rice 
is riot an arbitrary demand, as an extortionate dealer may obtain an 
absurd price when he sees that he can drive a hard bargain, or a man 
in need may be willing to part with some heirloom for a mere trifle, 
for in the one case there is unfair gain, in the other a real sacrifice. 
The just price is known by the common estimation of what the thing 
is worth; it is known by public opinion as to what is right to give for 
that article under ordinary circumstances. 

So far we have a parallel with modern doctrine; llie mediaeval 
“just price” was an abstract conception of what is right under ordi- 
nary circumstances; it was admittedly vague, but it was interpreted 
by common estimation. Modern doctrine starts w'ith a “normal” 
value which is “natural” in a regime of free comjictition; this too 
is a purely abstract conception, and in order to ajljily it we must look 
at common estimation as it is shown in the prices ai tually paid over a 
period when there was no disturbing cause. 

Common estimation is thus the exponent of the natural or normal 
or just price, according to either the mediaeval or tlie modern view; 
but whereas we rely on the “higgling of the market” as the means of 
bringing out what is the common estimate of any object, mediaeval 
economists believed that it was possible to bring common estimation 
into operation beforehand, and by tlie consultation of experts to 
calculate out what was the right price. If “common estimation” 
was thus organised, either by the town authorities or gilds or parlia- 
ment, it was possible to determine beforehand what the price should 
be and to lay down a rule to thi^ effect; in modern times we can only 
look back on the competitive prices and say by reflection what the 
common estimation had been. 

It was of course felt that this mode of detecting the just price was 
not very precise, and, indeed, that it was not possible to determine 
the just price of any article absolutely. The obvious fact tliat the 
seasons varied made it clear tliat the price of food could not be fixed 
once for all. They did think it was desirable, then, to settle them as 
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much as possible, so as to leave less room for arbitrary demands and 
unreasonable rates. 

Prices assigned by common estimation would sometimes be high 
and sometimes low, according as an article was plentiful or not; the 
just price varied from time to time for such commodities. Nor was 
it unjust for a man to sell an article for more tlian he had paid for it 
as its just price, if there had been a change of circumstances—such 
a change of time or place that he deserved remuneration for some 
trouble in connexion with transport or for other service rendered. 
But it was unjust to try to get an arl)itrary price, that is, to try to 
form a ring, or to speculate on the possibilities of the future in such 
a way as to be able to demand an extortionate price. If we allowed 
ourselves to be guilty of the anachronism of trying to summarise 
mediaeval doctrine in modern terms, we should say that they thought 
it unjust to sell without conscious refereme to what is now' called the 
cost of production. It was impossible for them to give a positive 
justification for the i)rofit of the man who bought to sell again, all 
that moralists could say was that under ceilain circumstances it was 
not wrong to do so, and practical men kept a suspicious eye on the 
dealings of middlemen. 

See also 348, Comj)etitic)n and Fair Price. 


60. CONTROL BY PUBLIC AUTIIORILILS 
A* 

The public authorities were not content with having provided 
society with the mere instruments of exchange; with the growing 
trade of the thirteenth century they felt themselves bound to regulate 
every sort of economic transaction in which individual self-interest 
seemed to lead to injustice. This regulation was guided by the general 
principle that just or reasonable price only should be [)aid, and only 
such articles sold as were of good quality and correct measure. Most 
of the enactments and rules were aimed at preventing some particular 
form of fraud, usually in some particular article , and no hard and fast 
line can be drawn between the action of the central authority and that 
of local authorities of towm or gild. Still, some of the regulations were 

‘Adapted by permis'jion from W. J. Ashley, An Introduction to English 
Economic History atui Theory: The Middle Ages, pp. 181-204. (Longmans, 
Green, & Co., 1892.) 
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of the nature of general rules of trade, and some commodities were 
felt to be of such general importance as to make it necessary for tlir 
Government to give special attention to them. It will be convenient 
to follow this di\ision in deseril)ing the measures in (piestion. 

The rules of most far-reaching consequence were those prohibiting 
the allied practices of forestalling, €ng}ossiug, and regrating 
which came later to ha\ e a sei)arate meaning, but in the thirteenth and 
fourteenth cetUuries seem to have been used as synonymous for any 
action wluch prevented goods from being brought by the producei 
or bona fide merchant to open aiarket the forestaller or engrosser 
buying them wholesale, either outside the town or in the market 
itself, and then securing by means of monopoly a higher t)rice than 
would otherwise have been paid. 

Among other metlK^ls of forestalling, ordinances of the same 
period especially mention those who buy watres in a town before the 
hour fixed for the opening of the market, and those in ports who go 
out to ships laden with merchandise as they enter and “do buy the 
merchandise in gross and then do sell them at greater and dearer prices 
than the first merchants would do, to the grievance of the common 
people.” In the later years of Edward III the prohibition of fore- 
stalling waas again and again renewed by statute. 

The prohiliilion, it is clear from the wording of the statutes, had 
primary reference to those who endeavoured to secure local and 
temporary monopolies of the sup[)ly of food, especially of corn, 
though it waas wide enough to cover all similar attempts with otlicr 
waares, \VT do not inteiferc with such s])eculation now, not from any 
belief in the usefulness of such speculation, but only because we do 
not believe it can, to anv large extent, succeed. But the very attemjit 
is still regarded with general disapprobation, and there are signs that 
“corners” would not be uninterfered with by the State if they were 
successful with any commodity of great social importance. During 
the Middle Ages it may be said that economic conditions were such 
that individuals could, if unrestrained, control or get into their power 
the supplv of commodities. It must be remembered that the supply, 
in the case of corn and other food stuffs, was necessarily a local one. 
Then came centuries during which supply was furnished from so 
many directions that individuals could not control it. At the present 
time, with the increasing centralization of business and facility of 
communication, it seems to be again becoming possible for indi- 
viduals to control the supply, not, as in the fourteenth century, of a 
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town only, but of the civilized world. And if such attempts succeed, 
we may come to look upon mediaeval legislation with somewhat more 
sympathy. 

Of all articles bread is that in the price of which the community 
is most interested. Hence, it was the very first to be directly dealt 
with by the Government. It did not seem possible to fix an unalter- 
able price for corn. The men of the time might perhaps have argued 
that if the agriculturist gave each year the same amount of labour 
to his land he ought to receive much the same reward, and this could 
not be unless he got a higher price when the harvest was deficient. 
All that the legislation we have just noticed attempted to do was to 
prevent any speculation in corn and any unnecessary interference of 
middlemen. 

And accordingly, in limiting the price of bread, it was not at- 
tempted to establish an invariable standard, but only a sliding scale, 
according to which the weight of the farthing loaf should vary with 
the price of the quarter of wheat. Such an Assize of Bread was first 
proclaimed in 1202, coming in natural sequence after Henry H’s 
reformation of the coinage and Richard Ts assize of measures. 

From bread the legislator naturally turned his attention to the 
other necessary of mediaeval life, ale. 

In curious contrast with its anxiety about the price of bread the 
central Government left the regulation of the price of 7neal entirely 
to the local authorities, contenting itself with the enactment that 
butchers selling unwholesome meat should be severely punished. 
In London the butchers were under the supervision of wardens, whose 
duty it was to bring unwholesome meat before the mayor and aider- 
men. The accused had the right of demanding “inquisition” by a 
jury into the character of the meat; and if it was condemned, he was 
punished by being put into the pillory and having the meat burnt 
before his face. The municipal authorities also, at least as early as 
the later years of Edward I, fixed maximum prices for the carcasses of 
oxen, cows, sheep, and pigs. 

The town magistrates, indeed, were not less anxious than were 
Parliament and the ministers to keep the trade in articles of food under 
due control. Besides carrying out the assizes of bread, ale, and wine, 
they issued ordinances regulating the prices of poultry and fish, 
appointing the markets at which each sort of food was to be sold, and 
providing for their supervision. Accounts of punishments inflicted 
on persons selling unwholesome food form a very considerable part 
of the town records. 
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Among craftsmen, some were more than others subject to regula- 
tion by the town magistrates. They were such as had no fixed shops, 
but moved about from place to place to perform particular pieces of 
work, “carpenters, masons, plasterers, daubers, tilers, and the 
servants of such.” 

There were, however, but few other cases in which the municipal 
authorities attempted to regulate wag-s or prices before the middle 
of the fourteenth century. It will be well, for the present, to confine 
ourselves to the period preceding the Black Death and to leave the 
question as to what effect that calamity had upon industrial policy 
to a later section. No doubt the town magistrates claimed the riglu 
to regulate wages when they thought proper, and this right they 
occasionally exercised, e.g., in London, to regulate blacksmiths’ 
charges for shoeing horses. This was a matter in which a traveller 
in a hurry might be at the mercy of a blacksmith. So also the charges 
to be made by curriers and leather-dressers were limited. But, as a 
rule, the price of manufactured goods seems to have been left to be 
determined by the rules of the gilds, the limitation in London of the 
price of spurs by civic ordinance is an almost solitary example to the 
contrary. Unfortunately, we have too little evidence to be able to 
speak with confidence as to how the gilds regulated jirices. In many 
crafts the artisan did not purchase the material himself, but received 
it from a customer to be made up, and received a payment for his 
service: these payments in each craft were doubtless fixed by custom 
and common consent, and overcharges seem to have been punished. 
The amount of remuneration when the artisan only did the work and 
did not provide the material would doubtless help to determine the 
price to be paid for an article when it was bought ready made. The 
weak point in the system was that when once the gilds became firmly 
established they tended to limit their numbers and to raise prices. 

The direct action of the Government influenced the economic 
life of society in many other respects, both in the way of facilitating 
trade, and also by limiting it in certain directions. Of these limita- 
tions the most important was the prohibition of usury. 

Lastly, mention must be made of the great service which the 
Government rendered to commerce and trade by the establishment 
of a simple procedure to enforce the payment of ordinary mercantile 
debts. This was by the Statute of Merchants or of Acton Burnell 
in 1283. 
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The first strictly economic duty undertaken by the Central 
Government was the provision of currency and regulation of weights 
and measures. At the time of the Conquest and from that date until 
the thirteenth century the only coins struck were silver pence. Early 
in the thirteenth century round halfpence and farthings were issued, 
divisionary currency having previously been made by the people 
for themselves by halving and quartering round pence. The issue 
of gold coins by Henry III was premature. Their value was too great 
for them to be convenient. It was not until the reign of Edward III 
that the currency problem was complicated by the double standard. 

Four conditions need to be fulfilled if a country is to secure a 
satisfactory current coin, where the problem is complicated by inter- 
national trade. First, the right of coinage must be monopolised by 
some central authority; second, that authority must abstain from 
falsifying the currency; third, the technique of coining must be ade- 
quate to prevent either the circulation of false money or the deliberate 
debasing of true money; fourth, machinery must be provided for 
withdrawing automatically from circulation those coins which are 
lightened by wear^ In the period under consideration the two first 
of these conditions were fulfilled, the two last were not. 

Next in importance to the issue of a national currency comes 
regulation of weights and measures. As early as the reign of Edgar 
we find it enacted that weights and measures should everywhere be 
the same as at London and Winchester; but little was done, appar- 
ently, to enforce uniformity before the reign of Richard I. 

No less important was the part played by the Crown in providing 
the necessary legal status for domestic and foreign trade. Apart 
from the enforcing of law and order two points require consideration : 
first, the part played by the Crown in the maintenance of trade routes; 
second, in the growth of interlocal exchange. 

I. During these centuries the most important trade routes were 
old Roman and pre-Roman roads and navigable rivers. Coasting 
trade generally, and in particular the carriage of coal from Newcastle 
to London and to the ports on the South coast, was only slightly 
developed at the beginning of the reign of Edward 1. For the main- 
tenance of roads little was done at this or any other time before the 
eighteenth century. 

* Adapted by permission from H. O. Meredith, Outlines of the Economic 
History of England^ pp. 62-68. fSir Isaac Pitman & Sons, Ltd., 1908.) 
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2. As a mediator between divergent interests the Crown claimed 
the right to prevent exploitation in all its forms. One of the difficulties 
of development by privilege was the treatment of outsiders by a 
privileged body. Thus the traders of one town might exact exor- 
bitant tolls from merchants who visited them. It is true that the 
interest of the municipality in attracting merchants limited this 
tendency to exploit the foreigner. But it is evident that the ports 
and the towns astride of great trade routes were in a position, if left 
to ’their own devices, to injure considerably places less fortunately 
situated. Here privilege, whether springing from immemorial 
custom or royal charter, opposed privilege. 

If the Crown had important functions as mediator between Eng- 
lish interests, its share in determining the relations between English 
and foreign traders was still greater. In foreign, as in domestic, trade 
the political rights, which are a necessary basis of exchange, were 
secured to the individual merchant as a member of a municipality, 
and not as belonging to a certain natioiudity. d'hc merchant of a 
foreign town who landed in England was dependent on the terms which 
that town had obtained and could seldom fall back on rights obtained 
by treaty between a national sovereign and the Ivnglish King. But, 
although on the side of the foreigner the city and not the nation was 
the negotiating unit, England early presented at least some sugges- 
tion of a national front. For foreign trade interested both king and 
aristocracy; it was a valuable source of taxation; it brought desirable 
luxuries. Hence, a constant sale of privileges to the merchants of 
foreign towns, which limited more or less the action of English muni- 
cipalities. 

See also 30. Ordinances of the Gild Merchant of Southampton. 

34. Ordinances of the White Tawyers of London. 

35. Gild Merchant Regulations vs. Craft Gild Regula- 
tions, 

37. Merits and Defects of the Craft Gild. 

54. The Law Merchant. 
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6x. ASSIZE OF MEASURES, 1197* 

It is established that all measures of the whole of England be of 
the same amount, as well of corn as of vegetables and of like things, 
to wit, one good horse load; and that this measure be level as well in 
cities and in boroughs as without. Also the measure of wine and ale 
and of all liquids shall be of the same amount, according to the diversity 
of liquids. Weights and measures also, great and small, shall be of 
the same amount in the whole realm, according to the diversity of 
wares. Measures also of corn and liquids, wine and ale, shall have 
marks put thereon, lest by guile they can be falsified. 

It is established that woollen cloths, wherever they be made, be 
made of the same width, to wit, of two ells within the lists and of the 
same good quality in the middle and at the sides. Also the ell shall 
be the same in the whole realm and of the same length, and the ell 
shall be of iron. 

It is forbidden to all merchants throughout the whole of the realm 
that any merchant set in front of his shop red or black cloths or shields 
or any other thing, whereby the buyers' eyes are often deceived in 
the choice of good cloth. 

It is also forbid(^en that any dye for sale, save black only, be made 
anywhere in the realm, except in cities or chief boroughs. 

It is also established that in every city or borough four or six 
lawful men of the same town, according to the size of the town, 
together with the sheriff, or with the reeves of the city or borough, 
if the same be not in the hand of tlie sheriff, be assigned to keep the 
assize in this form. 

62. INDIVIDUAL ENTERPRISE UNDER FEUDALISM^ 

We may fully believe that feudalism was the best social system 
possible in England in the eleventh century, but the very fact that 
it was so marks the extraordinary difference between that age and 
this. Nowadays the free play of individual self-interest is assumed in 
commercial arrangements, and this force has given the greatest 
possible incentive to the development of industry by inventions and 

‘ Adapted by permission from A. E. Bland, P. A. Brown, and R. H. Tawney, 
English Economic History: Select Documents, pp. 154-55. (G. Bell & Sons, Ltd., 
1914.) 

•Taken by permission from'W. Cunningham, The Growth of English Industry 
and Commerce: Early and Middle Ages, p. 132. (The Cambridge University Press, 
1890.) 
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of commerce by enterprise; the main principle of much commercial 
legislation in this country has been that of giving free scope to this 
individual, self-interested activity. But lor this the social system 
during the Norman reigns gave no scope whatever; there could be 
but little desire of accumulation when the ever-recurring tallages, aids, 
and fines were sure to empty the hoards that had been lilletl during 
several preceding years. There could be no enterprise in seeking 
out a new line of life, for each villain w’as bound to the land, and no 
lord would willingly part with his services; there could be no high 
farming while the custom of the manor and the collective owneri^hip 
of the teams forced all to adopt the same system. Even in trade there 
was little opportunity of raising oneself, for the prices of articles of 
native production for which there would be much competition were 
regulated by authority, and merchants too were subject to special 
risks or to special fines for protection, as well as to heavy trading 
dues. If the royal authority was a keystone for the whole social 
fabric, it is not less true that the condition of industry and commerce 
was directly alTected by the royal decisions; the iniliative in progress, 
where progress was made, lay far less with individual traders than 
with the king himself. 



CHAPTER III 


THE COMING IN OF CAPITALISM 

A. Problems at Issue 

'Fhe story of the transition from mediaeval to modern industrial 
society is the story of the coming in of cajiilalism. No eomjilcte 
account of this transition will be attempted. Long and laborious 
historii al research must be undertaken beb^re the complete account 
becomes available. Even if the details of the story were available, 
telling them would not serve our present purpose well. We are 
not tirimarily concerned with securing a scholar’s knowledge of how^ 
caiiitalism came in. We wish to see merely sulfuient elements of its 
emergence to enable us to realize how the gap between mediaeval and 
modern industrial soiiety must have been bridged. Modern indus- 
trial society constitutes the subject-matter of our main study. 

Mediaeval society was, of course, relatively static. There w’erc, 
nevertheless, many quiet forces steadily making for change— making 
for the breakdown of custom and the introduction of a comjietitive, 
cajiitalistic regime. 'Fhe events connected with the opening of the 
modern era gave these forces great imjietus. ITom the opening of 
the modern era to 1750 was a period of readjustment and preparation. 
As someone has said, it was the period during which the powder w'as 
accumulated which w'as set olT by the coming in of machine industry. 
The resulting exjilosion has greatly changed the topography of our 
society. 

It is commonly said that the Industrial Revolution lasted from 
1750 to 1830, but such a statement lacks historical pers])ective. In a 
very real sense it is true that the revolution began in the early Middle 
Ages. It is equally true that it has not yet completed its course. 
It is merely in its second phase. How many more stages there will 
be, who can say ? 

The period from 1750 to 1880 or thereabouts (the exact time 
varying from industry to industry and from nation to nation) is 
that of the first phase of the revolution. It may be characterized as 
the period when market was outrunning production. Many factors 
contributed to this situation. Machine industry was, of course, 
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tremendously productive, but machine industry, in the guise of the 
railroad, the telegraph, and the telephone, was as steadily engaged in 
extending the market as it was in extending productive capacities. 
Furthermore, although the period of colonization had gone by, this 
is the time when great reaches of the world, notably in the Americas, 
Australia, and Africa, were opened up to a truly economic life. Then, 
too, at this time a more raj)id increase of poj)ulation occurred than has 
occurred at any other period concerning which we have accurate 
information, and the rapidly widening mental horizon meant an even 
greater increase in wants. 

('ertain very striking con.sequences ensued from the pressure 
of the market upon production. This is the period of the develoinnent 
of schools of technology as one manifestation of man’s efforts to meet 
the demands upon i)roduction. Again, it is the period of the develop- 
ment of the “orthodox” system of marketing goods. The manu- 
facturer could safely turn his goods over to the jobber with but little 
thought of the ultimate consumer. Tf one jobber failed him, another 
stood ready to step into the breach, and in any event overhead costs 
had not reached the stage of dexclopment which made it an exceed- 
ingly serious matter for a manufac turcr to shift from one industry 
to another. It is not without interest, also, to nAte that the increas- 
ing scale of production in this peiiod cast emphasis upon matters 
connec ted w'ith the technique of business administration. It became 
profitable to start business colleges which would care for training in 
the simpler elements of such techniciue. Finally, in this ])criod, 
governmental pol'cies w'cre shaped in the interests of the j)roducer. 

The second phase of the revolution dates from 1880 and is still 
in progress. It is the period when, except for occasional flurries, 
production is outrunning market, d'his has been due to some small 
extent to a check in the rate of increase of population, but mainly, it 
has been due to the fact that by 1880 the attention given to pro- 
duction in the earlier period began to bear tremendous results and 
the markets of the world had been reasonably well exploited. The 
consequences of this situation were also very striking. The j)ro- 
ducer began to seek customers in an active way, and the orthodox 
system of distribution has yieldcal to many strange newcomers such 
as national advertising, direct selling, and the mail-order house. In 
the educational world the college of commerce has emerged with its 
attention given primarily to the distributing side of business. So 
also, arising out of competition which ensued from the tightening 
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markets, came our great trust problems and that rivalry of nations 
which culminated in the disaster of 1914. On the administrative 
side of business attention is still given to technique, but in addition 
systems or philosophies of management are coming to the front. 

These arc some of the matters connected with the transition 
from the mediaeval period to the j)rcsent day — with tlie coming in of 
capitalism. And what does capitalism mean? Not the same thing 
at different times; with different nations; or under dilTercnt cir- 
cumstances. All civilized societies of the nineteenth and twentieth 
centuries might be called “capitalistic,” but clearly the term would 
not have j)reciscly the same content as applied to all these countries. 
Capitalism is, then, an ever-changing concept. Whatever cai)italism 
means, when did it come into being? No one can say. Some of its 
elements emerged very early and existed in germ even earlier. Some 
came on the stage much later. Very likely new ones will he added in 
the future. While we shall gain nothing by trying to define capitalism 
in a ])rccisc way or in trying to determine the exact date of its emer- 
gence, wc shall gain by attempting to enumerate some of the out- 
standing features of present-day capitalism. How inaderiuate such 
enumeration must be at this time may be realized when wc remind 
ourselves that the resV of this book deals with only some of the ])hascs 
of the subject. 

1. Modern capitalism is organized on the basis of the money 
economy. A barter regime could not have produced capitalism of the 
kind we know. 

2. It is organized primarily on an individualistic basis, and its 
outstanding motivating force is the gain spirit. That is to say, pro- 
duction for profit-making rather than for the direct subsistence of 
the producer is an outstanding feature. This does not deny, of course, 
that in earlier forms of society men were greedy to accumulate money. 
It merely calls attention to a certain method of accumulation. 

3. Production for gain means production for a market. Capital- 
ism could not, accordingly, come into its own until large accessible 
markets were available. Markets may be made up of space areas or 
of time areas or of both. Good transportation and communication 
enlarge the space areas; storage facilities and financial devices, such 
as credit, which reach out into the future, enlarge the time area. 

4. The word itself, “capitalistic,” is significant. Obviously, 
capitalistic production is so called on account of the important part 
played in it by capital. This involves: 
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a) “A production of wealth not required to satisfy the current 
wants of its owners, and llicrcforc sa\od," or turned l)ack into 
j)rofit-making production. (ki])ital is (realed througli saving, 
and the saving proce^^s is dependent U|)on,and greatly facilitated 
by, the money economy and the linaiuial structure of society. 

b) Progress in technology im luding the iiwention of machines. 
It is by tlic use of surplus wealth in the pi odiiction of “ capital 
goods,” such as tools and mathineiy, that this surplus “turned 

■ ba( k into j^rofit-making prodiution’’ aihie\('s its significance. 

() ('ontrol of these goods through private pioperty rights, by 
“capitalists.” A full discussion of this point involves the 
discussion of private pioperty as a basic assumption of the 
present order. 

5. Capitalism of today means certain things with resjiect to the 
woiker: 

a) The worker secures his livelihood under a wage s)'stem. 'Plial 
is, he sells his services to another, who converts these services 
into, say, a commodity, and this commodity belongs to the 
person who ha-- hired the laborer. In other words, the worker 
has been “divorced from the product.” 

b) The worker has also been “divorced frohi his tools.” The 
tools - -capital goods belong to another, to his emjiloyer. 
Closely connected with this is the fuither fact that — 

( ) d'he worker has been “divorced from control of the conditions 
of work.” “Conditions” is here a broad term, including 
methods of processing, sujiervision of technicjue, houis, sani- 
tary conditions, etc. d'o be sure, the worker has something 
to say concerning certain jihases of the conditions of work, 
but the initiative manifestly rests with his employer. 

li) Typically, labor today is group labor. It is performed under 
the conditions of the fac torv system. This is dependent upon 
the progress in technology already mentioned. It })resupp()ses 
“such a dcveloj)ment ol the industiial arts (including organi- 
zation and management) as enables indirect methods of pro- 
duction to afford prolitable enqdoyment to group labor using 
tools or machinery.” Clearly, also, it is dependent uj)on the 
development of large markets. 

The material presented in this cha])ter is the result of a more 
or less arbitrary selection. Many tot)ics would have served as 
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illustrations of the coming in of capitalism and only a few have been 
utilized. Notable omissions are such matters as the history of com- 
merce, the relation of the state to industry, governmental finance, 
changes in philosophical outlook, and the relation of capitalism to 
agriculture. The inclusions speak for themselves. 

QUESTIONS 

1. “There were forces undermining the manorial system as early as the 
thirteenth century. In particular there were (i) the substitution' of 
money for produce and labor rents, (2) the leasing of the manor by the 
baililT, the tenants, or others, (3) exchange betweeen manor and town, 
and (4) external relations (notably the Crus^ides).” Precisely how 
could each of these factors undermine the manorial system ? 

2. Make a list of the events usually described as those ushering in the 
modern era. How did each of these afTcct the coming in of capitalism ? 

3. It is generally said that capitalism came in, not as a steady movement, 
but in a succession of waves. What arc the chief periods in the coming 
in of capitalism ? 

4. “Cai)italism arose out of commerce and moved over the surface of the 
earth in the channels of commerce.” Support both parts of this quo- 
tation with details. 

5. Just why was it necessary to develop instruments and methods of cal- 
culation before capitalism could come into its own ? 1 lave these instru- 
ments and methods been fully developed or is the development still 
going on ? Can you give instances of present-day developments ? 

6. How do you account for the fact that Italy w'as the “cradle of com- 
mercial arithmetic”? 

7. What has been the relation of the state to the coming in of capitalism ? 
Is capitalism related in any way to governmental functions today ? 

8. What is meant by the capitalistic spirit ? 

9. “It is difficult to realize how modern is the capitalistic spirit, the dis- 
position to employ accumulated wealth in furthering production for 
the sake of profit.” How modern is this spirit ? What factors delayed 
its development ? What factors finally caused it to emerge ? 

10. “A spirit of reckless adventure and one of careful and laborious calcula- 
tion are the parents of modern capitalism.” Can you clear up this 
paradox ? 

11. “The inherent tendency of the use of currency is to weaken custom. 
It suggests rational valuation in a way not suggested by the customary 
vending of commodities or labor.” Explain. 

12. “As compared with the Middle Ages, the modern period saw the 
development of improved facilities for investing money in business.” 
Make a list of these improved facilities. 
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13. How did the charging of interest come to be considered a moral pro- 
cedure? What would hapjxMi in industry today if no such thing as 
interest were possible? 

14 What is meant by “the middle-class virtues”? What is their relation- 
ship to cai)italism ? 

1 5 What is meant by technology ? What is its relation to the development 
of capitalism ? 

16. Tabulate (i) the hindrances found in mediaeval society to the develop- 
.ment of cainlalism; (2) the forces or factors \shich overcame these 

hindr.inces 

17. “An outstanding fact in the development of capitalism is this: d'he 
captains of industry of one economic i)eriod are newcomers. They 
are not the descendants of the cai)t.iins of the preceding jieriod. d'hese 
descendants have become conservatives.” Why should you expect 
this to be true ? 

18. It is generally believed that we are now in the midst of a great transi- 
tion in economit life. Docs this mean o{)portunities for new captains 
of industry? If so, can these new captains of industry a( ^jit the 
policies and practices of their (iiedecessors ? 

[9 “In the history of the rise of capitalism, there is a truly surprising 
regularity with whiih the i)hases of economic freedom and economic 
regulation have succeeded e.u h other.” W'hat doTs this mean ? ITom 
this point of view, into what periods does the coming in of capitalism 
divide itself ? 

20. “Capital means tools, machines, durable goods which man uses in his 
struggle with miture. Capitalism, therefore, means simply the tool or 
machine jiciiod of man’s struggle with nature.” Docs this seem to you 
an aclequ.ilc definition of cai)iialism? 

21. “The intervention of capital eventually brought about an entire recon- 
struction of the social system of Western Europe.” Fill in the details 

22 . “As the woolen industry wms the first, on any considerable scale, to take 
the gild form, it w'as the first to break away from it, and this for the 
same reason — the extent of the demand.” Explain. In what periods 
did the two events occur? 

23. “In the fifteenth century, four vital changes take place in industrial 
organization (i) the weaving and allied branches of the manufacture 
are establnhing themselves in villages and hamlets and isolated cottages 
over the countryside; (2) the gild association drops asunder in the 
woolen industry, (3) the industry concentrates in certain particular 
districts, (4) a new class of entrepreneurs appears — the clothiers — who 
now control the whole process of production.” Omitting No. 3, 
explain the why of each of these changes. Where did the capital come 
from ? Where did the country weavers come from ? 



INDUSTRIAL SOCIETY 


^50 

24. The first inclosure movement meant, in large part, the removal of 
population from the vills. These people would not be welcomed by 
the gilds at this time. What became of them? Can you see any 
connection between this problem and the decay of the gilds ? between 
this problem and the development of the laissez-Jaire attitude toward 
manufactures in England ? between this problem and the rise of the 
clothiers ? 

25. “Enclosures contributed greatly to self-reliant individualism.” How? 

26. Where did the capital and enterprise which are indicated by the advent 
of the clothier come from ? 

27. What, with respect to the coming of capitalism, docs the draper mean ? 
What does the clothier mean ? In each case precisely what conditions 
called this personage into being ? 

28. Take the list of the essential elements of modern capitalism and trace 
the intervention of each in the woolen industry, with respect to time 
of entry and to causes of entry. 

2c). “The commercial organization of the woolen industry assumed the 
shajfc of caj)italistic industry even earlier than did the manufacturing 
phase of that industry.” Furnish proof of this position 

30. To what extent had the domestic system permeated eighteenth-century 
industry in England ? Give the proofs of your position. 

31. What elements of^modern capitalism came in with the domestic system ? 
Make a list of the factors which caused the emergence of the domestic 
system. 

32 It has been said that English industry had become dependent upon 
capitalistic enterprise in certain respects long before the Industrial 
Revolution, In what respects? What new respects were added by 
the revolution ? 

33. Why was there relatively little large-scale production in England prior 
to 1750 ? Where large-scale production did exist, w-hat factors brought 
it into being ? 

34. To what extent had capitalists brought considerable bodies of working- 
men together under one roof prior to the outbreak of the Industrial 
Revolution? Make a list of the pecuniary advantages and disadvan- 
tages of such a procedure. 

35. “The fluctuation of employment was likely to be even greater under 
the domestic system than under the factory system.” Why or why not ? 
What has overhead cost to do with the matter ? speculative industry ? 
wider markets ? 

36. “As compared with mediaeval times the modern laborer has lost 
stability of position.” Why or why not ? 

37. “The revolutionary element of the Middle Ages was the merchant.” 
Explain what this means. 
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38 What events, usually connected in our minds with the opening of the 
modern era, greatly stimulated the development of trade and com- 
merce? Should you say that commerce \sould not have expanded 
appreciably if the spectacular historical accidents connectctl with the 
opening of the modern era had not occurred ? 

3(). “From time immemorial foreign trade had been capitMistic in char- 
acter, but the circumstances of the sixteenth and seventeenth centuries 
gave great opportunities for opening up new markets, and for enlarged 
transactions in some of the old lines of commerce/’ Fill in all the 
details you can. 

40. “'The first essentials of commerce are personal freedom and the security 
of property.” Does this seem to you a sound position ? Were these 
elements piesent in England in 1300? in 1700? 

41 What rel.it ionshi[), if any, exists between the development of trade and 
commerce and each of the following: specialization, inlcide[X‘ndciHe, 
speculative industry, impersonal relations, development of individual- 
ism, mobility, de\eloi>nient of classes, competitive industry, appeal 
to gain as a motive to activity? 

1 \ What is meant by leferring to banking, insurance, and transporta- 
tion as functions of specialized middlemen ? Is the operator on 
an organized exchange a middleman? By what time had banking, 
insurance, the organized exchange, and special carriers emerged in 
England ? 

43. If you were asked to name a year or a period by which time one could 
confidently assert that speculative industry had arrived, what would 
be your answ'er ? 

44 Precisely what would improved means of communication and trans- 
portation mean to the coming in of capitalism? At what time did 
significant imjirovements occur? 

45. It is generally said that machine industry, involving as it does large 
expenditures for plant, could not come in until financial institutions 
had paved the way. A.ssume this statement to be true. VVbas England 
ready for machine industry by 1700? 

46 Assume it to be true that machine industry could not come in until 
wide markets had guaranteed the carrying off of the product. Was 
England ready for machine industry by 1700? 

47. Assume it to be true that machine industry could not come in until a 
mobile laboring class was available. Was England ready for machine 
industry in 1700 ? 

48. What is meant by saying that the Industrial Revolution began in the 
thirteenth and fourteenth centuries ? 

49. “The age of geographical discovery had paved the way for the age of 
invention.” How and why ? 
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50. “The Industrial Revolution was the work of a mere handful of men.” 
“Had Watt and Arkwright lived under the conditions which were in 
vogue in preceding centuries, they would have secured little distinction.” 
With which of these quotations do you agree ? 

51. “The capitalist in the strict economic sense was no new apparition. 
Nor was industry working on a capitalistic basis new. What is new is, 
first, the aipitalistic entrepreneur, primarily a manufacturer, not a 
moneyed man, engaged in commerce; secondly, the growth of a class of 
aapitalist entrepreneurs; thirdly, the gradual domination of industry 
by that class, and fourthly, the t>q3c of industrial organization that he 
creates and the scale on which he applies it.” Does this seem to you to 
be a collect generalization ? 

52. Exiilain why the domestic manufacturers could not meet the competi- 
tion of the factory system. What became of them ? Did they go 
into agriculture ? 

The jx'tiod which is generally adled the period of Industrial Revolution 
marks also the second inclosure movement. The first inclosure move- 
ment meant emphasis on grazing. The second inclosure movement 
meant emphasis upon tillage. Why this difference? 

54. The second inclosiiie movement meant the removal of many rural 
workers from the vills Where could they go? Could they become 
craftsmen ? 

5v “The second enclosure movement was a consequence of the increase 
of scientific or at least quasi-scientific knowledge in the agricultural 
realm. It marks the coming in of capitalistic agriculture in terms of 
both equiinncnt and spirit, wdiereas the earlier enclosure movement 
marked merely the intervention of the capitalistic spiiit.” Does this 
seem to you a correct statement ? 

56. “The commercialization of English land facilitated the coming in of the 
factory system.” Just how' ? 

57. It is generally s.dd that the Industrial Revolution put in motion forces 
which upon the one hand nnide possible and upon the other hand made 
economically wise the development of large cities. Can you give 
evidence in support of these statements ? 

58. Why w'ere the influences of the Industrial Revolution felt more quickly 
in the cotton than in the woolen industry? 

59. “The Industrial Revolution is an unfortunate name. The events of 
the period and the consequences of these events were much more 
than industrial, and the term revolution serves to distract attention 
from the evolutional y aspects of the problem.” Do you agree ? 

60. “The essence of the Industrial Revolution is the substitution of 
competition for the mediaeval regulations which had previously con- 
trolled the production and distribution of wealth.” What does this 
mean ? 
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61. ‘‘The true character of the Industrial Revolution may be seen in the 
loss of industrial stability which occurred.” What does this mean ? 

62. What should you list as the causes t)f the Industrial Revolution ? What 
should you list as its achievements ? 

63. Draw up a list of the changes brought about by the Industrial Revolu- 
tion. Go through this list, indicating wh.it ones, if any, of the changes 
were mere acceleiations of existing forces and what ones, if any, may 
projierly be consideied new. 

6 1 .“The revolution may be explained in teims of three essential changes: 
The [)roduelivc i)rocess has l)een Icn.glhcned, the mat Let has been 
cnlarg(‘(l and industrial rehitions have beiome |)e(uni.iiy, instead of 
persoiivd ” Is this desciiption adequate? What proldcnis are as.soci- 
ated with (\uh of these changes? 

65. ” riic Industrial Revolution has alTected our whole w'orld of thought, of 
action, and of institutions; it h.is niodilied our economiis, our politics, 
our ethics, and even our religion, it has changed in natuie, number, and 
form our baHling problems, it has written itndf l.irge in our culture.” 
Support these general statements with details as far as you can. 

66 “The Industrial Revolution Iru been the means of con vei ting individual 
production into social production.” What does this mean ? 

67. “The mechanical inventions weic not the cause of the Industrial Revo- 
lution, they were only an incident.” Docs this ‘icem to you a correct 
analysis. 

68 “The unit of commercial life was the town, not the nation.” When, if 
ever, was this statement true? Make a list of the imj)lications of this 
statement. 

69 “d'he dgmfjcant phase of the Industrial Revolution has been the taking 
from the home to the factory many things formerly i)roduced in the 
home.” What has this meant for woman ? 

70. Without attem[)ting to work out many details, state what is meant by 
“men antili.^rn ”, bv lais^cz faire. State the iicriods at which each of 
these wub at its height in England. 

71. In tei nis of the e.xtcnt to which tliey contained the essential elements of 
capitalism, draw up in parallel columns a coinjiarison of (a) the handi 
craft system, (l^) the domestic system, (c) tlie factory system. 

72. “The object of modern industrial activity is profits.” What restric- 
tions are imposed upon capitalist, laborer, and manager by this 
fact ? 

73. How has the machine extended the market ? What is its significance ? 

74. “We are now in the later jihascs of the revolution. Upon the one hand 
has come a commercial revolution, upon the other hand has come the 
introduction of science into factory processes.” What does this 
mean ? 

75 What modern problems can you trace back to the Industrial Revolution ? 
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B. General Survey 

63. THE SOCIAL HISTORY OF CAPITALISM* 

The early centuries of the Middle Ages seem to have been com- 
pletely ignorant of the power of capital. They abound in wealthy 
landed proprietors, in rich monasteries, and we come upon hundreds 
of sanctuaries the treasure of which, supi)lied by the generosity of the 
nobles or the offerings of the faithful, crowds the altar with ornaments 
of gold or of solid silver. A considerable fortune is accumulated in 
the Church, but it is an idle fortune. The revenues which the land- 
owners collect from their serfs or from their tenants are directed 
toward no economic pur[M)sc. 

Landed property, indeed, did not contribute at all to that awaken- 
ing of commercial activity which, after the disasters of the Norman 
invasion in the North and the Saracen raids on the shores of the 
Mediterranean, began to manifest itself toward the end of the tenth 
century and the beginning of the eleventh. Its preliminary mani- 
festations arc found at the two extremities of the Continent, Italy 
and the Low Countries. The interior seas, between which Europe 
was restricted in, her advance toward the Atlantic, were its first 
centres of activity. Venice, then Genoa and Pisa, venture on the 
coasting trade along their shores, and then maintain, with their rich 
neighbors of Byzantium or of the Mohammedan countries, a traffic 
which henceforward constantly increases. Meanwhile Bruges, at 
the head of the estuary of the Zwyn, becomes the centre of a navigation 
radiating toward Fmgland, the shores of North Germany, and the 
Scandinavian regions. Thus, economic life, as in the beginning of 
Hellenic times, first becomes active along the coasts. But soon it 
penetrates into the interior of the country. Step by step it wins its 
way along the rivers and the natural routes. On this side and on 
that, it arouses the hinterland into which the harbors cut theii 
indentations. In this process of growth the two movements finall)’ 
meet, and bring into communication the peojile of the North and 
the people of the South. By the beginning of the twelfth century 
it is an accomplished fact. In 1127 Lombard merchants, journeying 
by the long route which descends from the passes of the Alps 
toward Champagne and the Low Countries, reach the fairs of 
Flanders. 

'Adapted by permission from Henri Pirenne, “The Stages in the Social 
History of Capitalism,” American Historical Review, XIX (1913-14), 500-515. 
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When the increasing intensity of commerce begins to furni'^li men 
with new means of existence, immediately one discovers an uninter- 
rupted movement of migration of peasants from the country towards 
the places in which the handling of merchandise, the towing of boats, 
the service of merchants furnish regular occupations and arouse the 
hope of gain. 

Whence came these })ioncers of commerce, these immigrants 
seeking means of subsistence, and what resources did they bring with 
them into the rising towns? Doul)tlcss only the strength of their 
arms, the force of their wdls, the clearness of their intelligence. 
Agricultural life continued to be the normal life and none of those 
who remained ujion tlie soil could entertain the idea of abandoning his 
holding to go to the town and take his chances in a new existence. 
As for selling the holding to get ready money, like the men of a modern 
rural population, no one at that time could have imagined such a 
transaction. T'he ancestors of the bourgeoisie must then be sought, 
spccihcally, in the mass of those wandering beings who, having no 
land to cultivate, lloated across the surface of society, living from 
day to day u])on the alms of the monasteries, hiring themselves to 
the cultivators of the soil in harvest time, enlistyig in the armies in 
time of war, and shrinking from neither jiillage nor rapine if th(' 
occasion presented itself. It may without dilficulty be admitted 
that there may have been among them some rural artisans or some 
[irofessional peddlers. But it is beyond cjuestion that with very few 
exceptions it was poor men who lloated to the towns and there built 
up the first fortunes in movable projicrty that the Middle Ages knew. 

How can we see, in any of those who led this sort of life, anything 
else but capitalists? It is impossible to maintain that these men 
conducted business only to supply their daily wants, impossible not 
to see that their purpose is the constant accumulation of goods, 
impossible to deny that, barbarous as we may su[)posc them, they 
none the less possessed the comiirchension, or if one prefers, had the 
instinct for commerce on the large scale. Of the organization of 
this commerce the life of St. Godric of Finchale shows us already the 
principal features, and the descri])tion which it gives us of them is 
the more deserving of confidence because it is corroborated in the 
most convincing fashion by many documents. It shows us, first of 
all, the merchant coming from the country to establish himself in 
the town. But the town is to him, so to speak, merely a basis of 
operations. He lives there but little, save in the winter. As soon 
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as the roads are practicable and the sea open to navigation, he sets 
out. His commerce is essentially a wandering commerce, and at the 
same time a collective one, for the insecurity of the roads and (he 
powerlessncss of the solitary individual compel him to have recourse 
to association. Grouped in gilds, in hanses, in caritates, the associates 
take their merchandise in convoy from town to town, presenting a 
spectacle entirely like that which the caravans of the East still 
furnish in our day. They buy and sell in common, dividing the profits 
in the ratio of their respective investments in the expedition, and the 
trade they carry on in the foreign markets is wholesale trade, and can 
only be that, for retail trade, as the life of Godric shows it, is left to 
the rural peddlers. It is in gross that they export and import wine, 
grain, wool, or cloth. 

The fortunes acquired in the wandering commerce by the parvenus 
of the eleventh and twelfth centuries soon transformed them into 
landed proprietors of the town in which they reside. The contin- 
uous increase of the burghal population enriches them more and 
more, for as new inhabitants establish themselves in the towns, 
and as the number of the houses increases, the rent of the ground 
increases in propoHion. So, from the commencement of the thir- 
teenth century, the grandsons of the primitive merchants abandon 
commerce and content themselves with living comfortably upon 
the revenue of their lands. They bid farewell to the agitations 
and the chances of the wandering life. They live henceforward 
in their stone houses, whose battlements and towers rise above 
the thatched roofs of the wooden houses of their tenants. They 
assume control of the municipal administration; they and their 
families monopolize the seats in the tchevinage or the town council. 
Some even, by fortunate marriages, ally themselves with the lesser 
nobility and begin to model their manner of living upon that of the 
knights. 

But while these first generations of capitalists are retiring from 
commerce and rooting themselves in the soil, important changes are 
going on in the economic organization. In the first place, in propor- 
tion as the wealth of the towns increases, and with it their attractive 
power, they take on more and more an industrial character, the rural 
artisans flocking into them en masse and deserting the country. At 
the same time many of them, favored by the abundance of raw 
material furnished by the surrounding region, begin to devote them- 
selves to certain specialties of manufacture — cloth-making or metal- 
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lurgy. Finally, around the principal aggregations many secondary 
localities develop, so that all Western Europe, in the course of the 
thirteenth century, blossoms forth in an abundance of large and small 
towns. Some, and much the greater number of them, content them- 
selves with local commerce. Their production is determined by the 
needs of their population and that of the environs which extend two 
or three leagues around their walls, and, in exchange for the manu- 
factured articles which the city furnishes to them, attend to the food 
supply of the urban inhabitants. Other towns, on the contrary, less 
closely set together but also more powerful, develop chiefly by means 
of an export industry, producing, as did the cloth industry of great 
Flemish or Italian cities, not for their local market, but for the 
European market, constantly extensible. Others still, profiting by 
the advantages of nearness to the sea, give themselves up to navigation 
and to transportation, as did so many ports of Italy, of France, of 
England, and especially of North Germany. 

In the towns of the second category capitalism not only exists but 
develops toward perfection. Instruments of credit, such as the 
lettre de foire, make their appearance; a traffic in money takes its 
place alongside the traffic in merchandise and, de^spite the prohibition 
of loans at interest, makes constantly more rapid progress. The 
coutumes of the fairs, especially those of the fairs of Champagne, in 
which the merchants of the regions most advanced in an economic 
sense, Italy and the Low Countries, meet each other, give rise to a 
veritable commercial law. The circulation of money expands and 
becomes regulated; the coinage of gold, abandoned since the Mero- 
vingian period, is resumed in the middle of the thirteenth century. 
The security of travellers increases on the great highways. The old 
Roman bridges are rebuilt and here and there canals are built and 
dykes constructed. Finally, in the towns, the commercial buildings 
of the previous period, outgrown, are replaced by structures more vast 
and more luxurious, of which the halles of Ypres, with their facade one 
hundred and thirty-three metres long, is doubtless the most imposing 
specimen. 

Extensive, however, as capitalistic commerce has been since the 
first half of the thirteenth century, it no longer enjoys the freedom of 
development which it had before. As we advance toward the end 
of the Middle Ages, indeed, we see it subjected to limitations con- 
stantly more numerous and more confining. Henceforth, in fact, it 
has to reckon with municipal legislation. Every town now shelters 
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itself behind the ramparts of protectionism. If the most powerful 
cities can no longer exclude the stranger, upon whom they live, they 
impose upon him a minute regulation, the purpose of which is to 
defend against him the position of their own citizens. They force him 
to have recourse in his purchases to the mediation of his “hosts” and 
his “courtiers”; they forbid him to bring in manufactured articles 
which may compete with those which the city produces; they exploit 
him by levying taxes of all sorts: duties upon weighing, upon egress, etc. 

In those cities especially in which has occurred the popular 
revolution transferring power from the hands of the patriciate into 
those of the craft-gilds, distrust of capital is carried as far as it can go 
without entirely destroying urban industry. 

But it is not solely the municipal authority which attacks the 
speculations born of the capitalistic spirit. The church steps forward, 
and under the name of usury forbids indiscriminately the lending of 
money at interest, sales on credit, monopolies, and in general all 
profits exceeding the justum pretium. The pursuit of business on a 
large scale found itself much embarrassed. 

These limitations resting upon commerce have resulted in turning 
away from it the patpeians, who moreover have become, as has been 
said above, a class of landed proprietors. The place which they left 
vacant is filled by new men, among whom, as among their predecessors, 
intelligence is the essential instrument of fortune. The intellectual 
faculties which they first developed in wandering commerce are used 
by these later men to overcome the obstacles raised in their pathway 
by municipal regulations of commerce and ecclesiastical regulations 
in respect to money affairs. Many of them find a rich source of 
profit by devoting themselves to brokerage. Others in the industrial 
cities exploit shamelessly and in defiance of the statutes the artisans 
whom they employ. The richest or the boldest profit by the con- 
stantly increasing need of money on the part of territorial princes and 
kings, to become their bankers. 

In the course of the fifteenth century, this second class of capital- 
ists, courtiers, merchants, and financiers, successors to the capitalists 
of the hanses and the gilds, is in its turn drawn along toward the 
downward grade. The progress of navigation, the discoveries made 
by the Portuguese, then by the Spaniards, the formation of great 
monarchical states struggling for supremacy, begin to destroy the 
economic situation in the midst of which that class had grown to 
greatness, and to which it had adapted itself. The direction of the 
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currents of commerce is altered. In the north, the English and Dutch 
marine gradually take the place of the hanses. In the Mediterranean, 
commerce centres itself at Venice and at Genoa. On the shores of 
the Atlantic, Lisbon becomes the great market for spices, and Antwerp, 
supplanting Bruges, becomes the rendezvous of European commerce. 
The sixteenth century sees this movement grow more rapid. It is 
favored at once by moral, political, and economic causes; the intel- 
lectual progress of the Renaissance, the expansion of individualism, 
great ^\ars e.xciting speculation, the disturbance of monetary circula- 
tion caused by the influx of precious metals from the New World. 
As the science of the Middle Ages disappears and the humanist takes 
the })lace of the scholastic, so a new economy rises in the j)lacc of the 
old urban economy. The state subjects the towns to its superior 
power. It restrains their political autonomy at the same time that 
it sets commerce and industry free from the guardianship which the 
towns have hitherto imposed upon them. The protectionism and the 
exclusiveness of the bourgeoisies are brought to an end. If the craft- 
gilds continue to e\i^t, yet they no longer control the organization of 
labor. New industries appear, wliich, to escape the meddling 
surveillance of the municipal authorities, establi'-b themselves in the 
country. Side by side with the old [)rivileged towns, which merely 
vegetate, younger manufacturing centres, full of strength and exu- 
berance, arise; in England, ShetTield and Birmingham, in Flanders, 
Hondschoote and Armentieres. 

The spirit which is now manifested in the world of business is 
that same spirit of freedom which animates the intellectual world. 
In a society in process of formation, the individual, enfranchised, 
gives the rein to his boldness. He despises tradition, gives himself up 
with unrestrained delight to his virtuosity. There are to be no more 
limits on speculation, no more fetters on commerce, no more meddling 
of authority in relations between employers and employed. The 
most skilful wins. Competition, up to this time held in check, runs 
riot. In a few years enormous fortunes are built up, others are 
swallowed up in resounding bankruptcies. The Antwerp exchange 
is a pandemonium where bankers, deep-sea sailors, stock-jobbers, 
dealers in futures, millionaire merchants, jostle each other— and 
sharpers and adventurers, to whom all means of money-getting, even 
assassination, are acceptable. 

This confused recasting of the economic world transfers the r61e 
played by the capitalists of the late Middle Ages to a class of new men. 
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Few are the descendants of the business men of the fourteenth century 
among those of the fifteenth and sixteenth. Thrown out of their 
course by the current of events, they have not been willing to risk 
fortunes already acquired. Most of them are seen turning toward 
administrative careers, entering the service of the state as members 
of the councils of justice or finance and aspiring to the noblesse dc 
robe, which, with the aid of fortunate marriages, will land their sons 
in the circle of the true nobility. As for the new rich of the period, 
they almost all appear to us like parvenus. 

The exuberance of capitalism which readied its height in the 
second half of the sixteenth century was not maintained. Even as 
the regulative spirit characteristic of the urban economy followed 
upon the freedom of the twelfth century, so mercantilism imposed 
itself upon commerce and industry in the seventeenth and oiglitcenth 
centuries. By protective duties and bounties on exportation, by 
subsidies of all sorts to manufactures and national navigation, by 
the acquiring of transmarine colonies, by the creation of privileged 
commercial companies, by the inspection of manufacturing processes, 
by the perfecting of means of transportation and the supjircssion of 
interior customdiousps, every state strives to increase its means of 
production, to close its market to its competitors, and to make the 
balance of trade incline in its favor. Doubtless the idea that ‘‘liberty 
is the soul of commerce” docs not wholly disajipear, but the endeavor 
is to regulate that liberty henceforward in conformity to the interest 
of the public weal. It is put under the control of intendants, of 
consuls, of chambers of commerce. We are entering into the period 
of national economy. 

This was destined to last, as is familiar, until the moment when, 
in England at the end of the eighteenth century, on the Continent in 
the first years of the nineteenth, the invention of machinery and the 
application of steam to manufacturing completely disorganized the 
conditions of economic activity. The phenomena of the sixteenth 
century are reproduced, but with tenfold intensity. Merchants 
accustomed to the routine of mercantilism and to state protection are 
pushed aside. We do not see them pushing forward into the career 
which opens itself before them, unless as lenders of money. In their 
turn, and as we have seen it at each great crisis of economic history, 
they retire from business and transform themselves into an aristocracy. 
Of the powerful houses which are established on all hands and which 
give the impetus to the modern industries of metallurgy, of the 
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spinning and weaving of wool, linen, and cotton, hardly one is con- 
nected with the establishments existing before the end of the eight- 
eenth century. Once again, it is new men, enterprising spirits, and 
sturdy characters which profit by the circumstances. At most, the 
old capitalists, transformed into landed proprietors, play still an 
active r61e in the exploitation of the mines, betause of the necessar> 
dependence of that industry upon the possessors of the soil, but it 
can be safely alTirmed that those who have jiresidcd over the gigantie 
progress of international economy, of the exuberant activity which 
now alfcets the whole world, weie, as at the time of the Renaissance, 
jKirvenus, self-made men. As at the lime of the Renaissance, again, 
their belief is in individualism and liberalism alone. Breaking with 
the traditions of the old regime, they take for their motto, '"laisscz 
fairc, laisscz p(L\scr.’^ T'hey carry the conse(|uen('es of the principle 
to an extreme. Unrestrained competition sets them to struggling 
with carh other and soon arouses resistatue in the form of soidalism, 
among the [iroletaiial which tlv'v are exploiting. And at the same 
time that that resistance arises to tonfronl cajiital, the latter, itself 
suffering from the abuses of that freedom which had enabled it to 
rise, compels ilsidf to discipline its affairs. Carl^'ls, ti lists, syndicates 
of ])roduc('rs, are organized, while states, [leiceixing that it is impos- 
sible to leave employers and employees longer to contend in anarchy, 
elaborate a social legislation, and international regulations, transcend- 
ing the frontiers of the various countries, begin to be applied to 
working men. 

I am aw^are how incomplete is this rajiid skiTcli of the evolution 
of capitalism through a thousand years of history. 1 present it 
merely as an hypothesis resting on the very imperfect knowledge 
which we yet })ossess of the different movements of economic 
development. 

Note. — M r. Hol)Son in his Kvolulioii of Modern Capilalis?n 
presents the evolution of capitalism in somewhat different terms but 
to much the same general purpose. As Hobson sees the matter the 
conditions of the intervention of ca})italism may be summed up thus: 

I. The existence of considerable masses of accumulated wealth. 
There w'as little oi)portunity in the Middle Ages for the craftsman to 
make more than a living out of his work. The early accumulations of 
w'calth must, therefore, have come from land rents or from treasure 
trove acquired through pillage or tlie discovery of mines. This was 
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64. HINDRANCES TO THE DEVELOPMENT OF CAPITALISM’ 


So far as town life is concerned, we cannot go back to any period 
when money economy was not dominant, and \vc find signs of capital 
ism and its influence in the cities from very early times. Merchants 
who carried on active trade appear to have been provided with read) 
money for their transactions. Though a great part of tlie industrial 
population consisted of independent workmen organised in crafi 
gilds, the principal companies of many towns in the fourteenlli 
century were composed of capitalists; both in Strassburg and in 
Florence the manufacture of cloth was organised on capitalist line- 
by great captains of industry in the fourteenth century. Even in 
the most advanced towns, however, there were considerable hin- 
drances which interfered with the free play of caj)italist enterprise, 
each merchant was restricted to one special trade, and was prevented 
from encroaching on the callings of his fellow-townsmen; there w.is 
little opportunity for the transference of capital from one employ- 
ment to another. Most of the industrial arts, too, were organised 
with regard to the requirements of the city market by small inde- 
pendent masters, who each hoped to get a fair share of existing trade 
rather than to extend it; the regulations of theif craft gilds were not 
favourable to the formation or application of capital. Similar 
obstacles existed in the rural districts, though they were gradually 
breaking down on all sides, so tliat there were steadily increasing 
opportunities for the investment of capital during the fourteenth 
and fifteenth centuries. 

Powerful as capital is, and great as arc tlie advantages which it 
has to offer, the conditions of life in the fourteenth and fifteenth 
centuries were so unfavourable to it as to delay its introduction and 
to check its operations. The whole social system stood in its way; 
for the organisation of much of the labour of the towns was so 
rigid as to admit of little modification, while in the rural districts 
the survival of villenage presented still greater obstacles to the 
enterprise of moneyed men. Astriction to one place is perfectly 
congruent with natural economy; the mediaeval landowner was 
satisfied to employ, as best he could, the labour which he found avail- 
able, and was able to retain it under his control. With the capitalist 
tlie case is different; he possesses wealth which he can direct to any 
profitable undertaking that opens up, and he has the means of 

‘Adapted by permission from W Cunningham, IVeslem CiviUtaiion, II, 
164-66. (The Cambridge University Press, 1913.) 
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alchemy, not as a common ever\'day affair, but as a species of divine 
service, over which hung a cloud of mystery. 

3. Acquisition by scheming and invention . — In a study of mine on 
the part played by technical knowledge in the early capitalist age 
I showed how tlie period of tlie Renaissance abounded in inventive 
geniuses, how, in consequence, there was a shower of technical inven- 
tions in those days, to which all classes contributed. But the sphere 
of technical science was not the only one affected by the flights of 
human imagination; pretty well all activities were influenced, and 
in some cases reforms were suggested, notably in public linance. 
Here, however, these things do not specially concern us. What we 
have to note is the fact that, for centuries, there were scores of j)eople 
whose calling it was to live by their wits. Scheming, as we may term 
it, became a business; Uie man with ideas was re;idy to sell them to 
whomsoever chose to pay his j)rice. The.sc professional gentry set 
about winning the interest of princes and nobles and the wealthy 
generally in their schemes and projects. 

What was the position of these schemers and })rojcctors in the 
genesis of the capitalist spirit? It is not difficult to sec. Were they 
not the ancestors of men like laiw, Pereirc, I^sseps, Strousberg, 
Saccard, and a host of lesser comj)an\ -|)romoters who are so prominent 
in these days? What the projectors lacked was a definite sphere of 
activity. They were not yet undertakers; they stood without; they 
were not in business. But their> were the ideas that were to generate 
capitalism, a consummation which came about so soon as Uie ideas 
were united with enterprise. 

4. Acquisition by money. — d'he mere possession of money placed 
its owner in an advantageous jiosition. No need of robbery for him, 
nor yet rccour.se to magic. With the aid'of money he could get more, 
in various ways. If he were of a cold, calculating nature, there was 
money-lending; and if he were hot-blooded and carele.ss, there were 
games of chance. In any event, he had no occasion to associate him- 
self with others for common action; he could sit at home in cloistered 
ease, the sole pilot of his fortune. 

The role of money-lending in moulding the capitalist spirit 
was a double one. In the first place, it produced in the minds 
of those who engaged in it professionally certain special tend- 
encies of great importance in the growth of the capitalist spirit; 
and, secondly, it was one of the starting-points of capitalist 

enterprise. 

7 
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is the soul of commerce” docs not wholly disajipear, but the endeavor 
is to regulate that liberty henceforward in conformity to the interest 
of the public weal. It is put under the control of intendants, of 
consuls, of chambers of commerce. We are entering into the period 
of national economy. 

This was destined to last, as is familiar, until the moment when, 
in England at the end of the eighteenth century, on the Continent in 
the first years of the nineteenth, the invention of machinery and the 
application of steam to manufacturing completely disorganized the 
conditions of economic activity. The phenomena of the sixteenth 
century are reproduced, but with tenfold intensity. Merchants 
accustomed to the routine of mercantilism and to state protection are 
pushed aside. We do not see them pushing forward into the career 
which opens itself before them, unless as lenders of money. In their 
turn, and as we have seen it at each great crisis of economic history, 
they retire from business and transform themselves into an aristocracy. 
Of the powerful houses which are established on all hands and which 
give the impetus to the modern industries of metallurgy, of the 
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fortunes already acquired. Most of them are seen turning toward 
administrative careers, entering the service of the state as members 
of the councils of justice or finance and aspiring to the noblesse dc 
robe, which, with the aid of fortunate marriages, will land their sons 
in the circle of the true nobility. As for the new rich of the period, 
they almost all appear to us like parvenus. 

The exuberance of capitalism which readied its height in the 
second half of the sixteenth century was not maintained. Even as 
the regulative spirit characteristic of the urban economy followed 
upon the freedom of the twelfth century, so mercantilism imposed 
itself upon commerce and industry in the seventeenth and oiglitcenth 
centuries. By protective duties and bounties on exportation, by 
subsidies of all sorts to manufactures and national navigation, by 
the acquiring of transmarine colonies, by the creation of privileged 
commercial companies, by the inspection of manufacturing processes, 
by the perfecting of means of transportation and the supjircssion of 
interior customdiousps, every state strives to increase its means of 
production, to close its market to its competitors, and to make the 
balance of trade incline in its favor. Doubtless the idea that ‘‘liberty 
is the soul of commerce” docs not wholly disajipear, but the endeavor 
is to regulate that liberty henceforward in conformity to the interest 
of the public weal. It is put under the control of intendants, of 
consuls, of chambers of commerce. We are entering into the period 
of national economy. 

This was destined to last, as is familiar, until the moment when, 
in England at the end of the eighteenth century, on the Continent in 
the first years of the nineteenth, the invention of machinery and the 
application of steam to manufacturing completely disorganized the 
conditions of economic activity. The phenomena of the sixteenth 
century are reproduced, but with tenfold intensity. Merchants 
accustomed to the routine of mercantilism and to state protection are 
pushed aside. We do not see them pushing forward into the career 
which opens itself before them, unless as lenders of money. In their 
turn, and as we have seen it at each great crisis of economic history, 
they retire from business and transform themselves into an aristocracy. 
Of the powerful houses which are established on all hands and which 
give the impetus to the modern industries of metallurgy, of the 
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As for England, behind ever so many undertakings in tlie sixtconlli 
and seventeenth centuries we see the monarch as the direct moving 
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Nor must we leave unmen tinned the system of jirix ileges by whicli 
the mercantile state favored such capitalist interest as alicady existed, 
nursed those tliat were about to Like root, and jilanted new ones 
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also cultivated the spirit of enter[)rise to a limited extent, it is true, 
seeing that it already flourished at the time. More effective in the 
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and the demand was no longer for a complete man, struggling for his 
existence, no longer for a man who possessed both military and eco- 
nomic capacities, but only for half a man — that is to say, for one who 
devoted himself to military or to economic affairs. The result of 
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as a social or j)olitical category. This sort of heresy, quite apart from 
its particular tenets, must be looked ui>on as an abundant wellsj)ring 
of ca})italism. The reason is clear: it l)rought economic interests to 
the fore and gave commercial ability a special cliance. Is it not 
obvious that the dissenters, excluded as thev were from public life, 
could not but throw all tlieir energies into economic activities ? Only 
from this source could they hoj)e to derive the means for winning for 
themselves rcs])ected positions in the body politic. On the other 
hand, it followed from their peculiar position as dissenters that their 
economic activities were liamj)ered by all manner of dilTiculties 
Hence there was a tendency for their economic capacities to be highly 
developed. Tor they could hope for commertial success only from 
the most scruj)ulous conscientiousness, the most careful calculations, 
and the utmost endeavors to meet the needs of their customers. 

68. CONSTOUENCTS OF THE IN'l'ERVEN I ION OF CAPTl'AE' 

It would be hopeless to try to treat the intervention of capital as 
an event which hapjiened at a jiarticular e])och, or a stride which was 
taken within a given period. It is a tendency wlych has been spread- 
ing with more or less rai)idity for centuries, first in one trade and then 
in another, in progressive countries. We cannot date such a trans- 
formation even in one land; for though w'e find traces of capitalism so 
soon as natural economy was ceasing to be dominant in an\' depait- 
ment of Icnglish life, its influence in reorganising the staple iiidiisti)' 
of this country was still being strenuously o[)|)ose(l at the beginning 
of the present century, d'he revolution for this has been a real 
revolution— which came about so gradually in our own island has 
run a dilTerent course in other lands; there has been no regular series 
of steps in the inarch of cai)italistic progress. The intervention of 
capital eventually brought about an entire reconstruction of the social 
system of Western Europe. 

The military system in the early Middle Ages was organised on 
feudal lines, leach political magnate maintained his own troops and 
was responsible for bringing them into the field properly eciuipj^ed 
and provisioned. The commissariat w'as irregular or non-existent, 
and it might be hardly possible to reUiin an army in the field, or to 
continue siege operations at the critical moment in a campaign. 

•Adapted by permission from W. Cunningham, Western Civilization, II, 
162-82. (The Cambridge University Press, 1913.) 
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sums at short notice, and long before it would have been possible to 
collect the money. 

When the advantages of the new method of militar}^ adminis- 
tration were once understood, no prince could afford to disregard 
them; all monarchs were compelled to rely on money as the sinev\s of 
war, and had frequent occasion to borrow in order to meet the exi- 
gencies of a campaign. 

As the rulers of Europe ceased to be primarily dejiendcnt on 
landed estates for their revenue, some intircsiing constitutional 
changes folloiued. As the income of the (Vown was di-rived from the 
taxation of the agricultuial and indiistiial classes, it was essential 
that the people as well as the prince should be prost)crous; hence the 
tendency of the French monarchy to the paternal regulation of indus- 
try with the view of rendering the country rich. In l-aigland the 
Crown’s necessities continued to be the people’s opportunities, and 
all attempts to exercise rule in disregaid of the pojiular will weie 
destined to failure. Not meiely did the people as taxiiayers succeed 
in enforcing their demands, but there is reason to believe that the 
intermediaries who negotiated loans were also able to exercise con- 
siderable inlluence from time to time. The grca| London linaiuieis 
and other royal creditors aiqiear to ha\e aimed at directing the cho 
nomic policy of the realm and to have been fairly successful in forcing 
their views upon the Crown. 

The fmancied magnates of the fifteenth and sixteenth centuries 
carried on business in a double cai)acity, as they not only engaged in 
lending money to the Crown, but were merchants as well, d'heir 
practice in this rc.sj)ect was of great im|)ortancc, for it rendered their 
money-lending legitimate from the standjioint of the canonists. Men 
like Jacques Coeur or William Can\nges or the Luggers and Welsers 
would not let their money lie idle, and it was jierfectly true that in 
lending it to the king they were (h'jiriving themselves of the oppor- 
tunity of making commercial gain. It therefore came to be recog- 
nised that a lender might legitimately charge for lucrum cesuins or 
damnum emergens; and no serious effort could be made to prev'ent 
such ca[)iLidists from entering on transactions which were practically 
advancing money on interest. When it came to be generally assumed 
that a man would usually get some gain by investing his money, and 
was therefore entitled to be compensated for merely refraining from 
using it himself, the old prohibitions ceased to api)ly and the negotia- 
tion of loans came to be an everyday feature of commercial life. As 
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a result of these changes in opinion, the most powerful restrictions 
which had checked the fluidity of capital were broken down; in the 
fifteenth century it had become possible to obtain the means of 
developing any promising undertaking. 

During the latter part of the fifteenth century many favourable 
openings at home and abroad were beginning to offer themselves to 
enterprising men; the exclusive privileges of aliens had been curtailed, 
and the active trade of France and of Holland, of Scandinavia and 
England, was attracting native energy. The profits on successful 
ventures were large, and every new prospect of profit constituted 
a demand for capital. And the supply was forthcoming; hitherto 
prudent persons had been content to hoard their wealth; so soon as 
they were persuaded to invest it in economical underUikings for tlie 
sake of gain they were treating it as capital. The best opportunities, 
of course, lay with those who had the good fortune to live on any of 
the lines of the world’s trade. 

As commercial intercourse revived and increased during the 
fourteenth and fifteenth centuries, it tended more and more to bring 
about a revolution in industrial life. Groups of sn\all masters, each 
of whom was working on his own account, tliough they were asso- 
ciated together for mutual supervision, were neitlier able nor willing 
to adapt themselves to new conditions; and tliey wx^re gradually 
superseded in tlie more important callings by capitalists who employed 
large numbers of journeymen. One craft after another was affected by 
the opportunities which the expansion of trade afforded, and artisans 
began, under the direction of merchants, to manufacture, not merely 
witli reference to the requirements of their neighbours and the demand 
in the city market, but with a view to the possibilities of sale in distant 
places. Capitalist merchants were required as intermediaries to 
purchase materials or to sell goods, and they easily slipped into the 
position of capitalist employers who directed their workmen and 
controlled the conditions and terms of labour. 


C. Capitalism and the Woolen Industry 

[Note. — These selections on some aspects of the coming in of 
capitalism in the woolen industry should be read with the purpose of 
watching the emergence of such ^‘capitalistic” phenomena as (a) 
transfer away from the worker of control of his conditions of work, 
such as hours and place; (b) shift of ownership of tools from worker 
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to employer; (c) shift of ownership of raw material; {d) group labor 
taking the place of work performed by one or a few individuals; 
(e) transfer of ownership of product to capitalist and consequent loss 
of control by worker over marketing functions; (/) the assumption 
by the entrepreneur of the financial risks of production; (^') the 
gradual development of a wage system and a laboring class. 

6g. A DIAGRAM OF STAGES OF DEVELOPMENT 

A diagrammatic presentation of stages of development is certain 
to be misleading unless much caution is exercised in using it. In 
studxing the following diagram the student should kee]) in mind: 

1. No accurate dates can be assigned for the emerging of any 
given “stage.” This “time of emergence” varied from country to 
country, from district to district, and from industry to industry. 
Furthermore, a given stage does not suddenly spring into being. It 
has been preceded by a long period of [)re])aration. Who can say 
precisely when the period of preiiaration is over? 

2 . It is seldom true that one stage is completely supplanted by 
another, d'he earlier stage tends to persist, in, certain localities or 
industries, through all the later stages. For cxamiile, we have t()(l.i\ 
survivals of household economy and of the handicraft regime. 
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The Stages of Development 
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economy 
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Domestic 
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Factory 
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See also ii. Four Stages in the History of Industry. 
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70. A SKETCH OF THE WOOLEN INDUSTRY* 

We have already seen the fundamental importance of the woollen 
industry for English economic development. It furnishes the explana- 
tion of the far-reaching agricultural changes of tlie fifteenth and six- 
teenth centuries: it provided the commodity with which England 
first entered actively into the world’s commerce. Its significance 
can hardly be overestimated. It was the first of the great manu- 
factures of England; it created a basis for English activity and 
wealth before iron and cotton; and in the seventeenth and early 
eighteenth centuries it accounted for more than two-thirds of our 
exports. 

1. The establishment of the gild system.— We are unable to trace 
the existence in England of a separate craft of weavers farther back 
than tlie early part of the twelfth century. 

In London at this date— and the same was probably true in other 
large towns the woollen industry was divided into four or five 
branches, the weavers and burellers, each organized in a gild, the 
dyers and fullers united in the same gild, and the tailors or cissores. 
But they were very conscious that they had interests in common, 
and they were accustomed to act together in matters affecting the 
whole industry. 

During the twelfth and thirteenth centuries there must have been 
a very rapid increase in the amount of cloth manufactured in England, 
'riiis is shown among the evidence by the increased importation of 
woad, which was neccbsary for the purpose of dyeing blue or blue-black. 

[Note.- Details concerning the gild stage of development are 
omitted. The student should recall the characteristics of the gild 
economy in general and should regard those characteristics as appli- 
cable to the woolen industry.— Ed.] 

2. The first immigration . — With Edward III (1322-77) begins 
the policy of encouraging tlie settlement within tlie kingdom of 
foreign cloth makers, from whom English weavers and dyers could 
learn the arts in which they had previously been wanting. 

The increase of the cloth manufacture in England had two great 
results: (i) an increasing dilTercntiation among those engaged in the 
industry, a siilitting uj) into separate crafts, sanctioned and main- 

‘ Adapted by permission from W. J. Ashley, The Economic Organization of 
England, p. 88 (Longmans, Green, & Co., 1914); and from VV. J Ashley, “The 
Early History of the English Woollen Industry ” in Publications of the American 
Economic Association, Third Scries, II (1887), 308-80. 
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tained by the public authorities; and (2) the creation of a class of 
merchants and dealers in the finished article. 

3. The rise of a trading class. — Any citizen could now trade in 
cloth if he wished. Still it was not until tJie second half of the four- 
teenth century that a special class of cloth dealers or drapers made 
its appearance. There had been so little manufacture for any save 
the immediate market— the wants of the towm and neif'liliorliood 
tliat if men dealt in cloth at all, they dealt in it together whlh half a 
dozen other commodities; they were merchants, and not dealers in 
one particular article. 

We are so accustomed now^adays to the appearance of a new branch 
of commerce, entered upon by men with the command of c.ijiital, 
whicli tlicv arc ready to make use of in any profitable wa\ that [ire- 
sents itself, that the rise of the clotli trade may not seem to need 
explanation. But in the fourteenth century there was but little of 
what may be termed free and disengaged ca])ital, ready to be turned 
in any profitable direction Hence the (lucstion arises, in what way 
preciseK did this new division of occupations arise ? It is antecedently 
probable that trade in cloth w'ould be engaged in chiefly by men who 
were already in some way connected with the industry, and of these, 
there were two groups from either of which the new body might con- 
eeivably have arisen- the wool dealers and the cloth finishers. It 
docs not appear that before this time there was any very uniform 
system of relations among the various branches of the cloth industry. 
I sup[)0sc that the w'eaver had usually been the most indcjiendent; 
that he had very generally bought the yarn himself, and then, after 
weaving the cloth, had paid the fuller to full and the dyer to dye it, 
and had sold the cloth himself to the person who intended to use it. 
The user might emplov it in its rough state, or, as was often the aisc, 
would take it to the cloth finisher, the parcur, or, as he is called later, 
the toHSor or shearer, who sheared off the nap at so much the piece. 
But the weaver did not aUvays occupy this economically su[)crior 
position, sometimes he received yarn from a customer or employer, 
and gave back cloth, receiving so much per piece as remuneration; 
sometimes again the fuller bought the cloth from the w^eaver, or paid 
the weaver for working up yarn into cloth, and himself sold it to the 
public. Any of these branches, therefore, might have liecomc the 
dominant one. But the two mentioned, the wool dealers and cloth 
finishers, had obvious advantages. On the one hand, the wool 
dealer, whether he merely bought the raw wool and sold it to those 
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foreign cloth makers, from whom English weavers and dyers could 
learn the arts in which they had previously been wanting. 

The increase of the cloth manufacture in England had two great 
results: (i) an increasing dilTercntiation among those engaged in the 
industry, a siilitting uj) into separate crafts, sanctioned and main- 

‘ Adapted by permission from W. J. Ashley, The Economic Organization of 
England, p. 88 (Longmans, Green, & Co., 1914); and from VV. J Ashley, “The 
Early History of the English Woollen Industry ” in Publications of the American 
Economic Association, Third Scries, II (1887), 308-80. 
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and, both for the sale of their cloth to the people of London, as well as 
for its easier export to foreign countries, these began to resort to the 
capital. They could not fail to come into collision with the monopoly 
of the London drapers, and it was necessary for the government and 
the municipal authorities to de\ i^e some way out of the difhculty 
The ])lan they hit upon wxis the establishment of Hlackwell, or, as it 
w'as originally allied, Bakewell Hall, which was destined to Ix' cd the 
utmost imiiortance to the hhighsh w'oollen industr\’ for four ceiituiies 
'This was an old hall with a considerable piece of ground around it, 111 
Iki^inghall Street; it had oiiginally belonged to the Lasings, had be( 11 
occLijiied by a certain Thomas Bakewell in the reign of lulwaid 111 . 
and was now, in 1397, purchased by the ma>or and commoiialt\ ol 
London and turned into a market for country diapers. 

4. The grou'ih of the domestic system. For the history of iiidusli\ 
during the first sixty or seventy > ears of the litleenth centurv, we ha\( 
singularly little exideiire. Vet duiing that peFunl a complete change 
was taking place in the whole c haracter and conditions of mamilac tine 
'The gild system was d\ing, and the domestic system was taking it^ 
place; a change which c.in only be com{)arc‘d in its far rcaiching con 
sequences to the overthrow, during the {iresent century, of the 
domestic system itself by the strength of m!ichinery and great 
capital. 

We m<iv conjecture that a twofold jirocess went on in the fifteenth 
century: (i) that in the towns, the gilds or companies became small, 
close corjiorations and lost control over the industiy, (2) that the 
industry spread from the towns into the country, and th.it there a 
new class of men called clcthiers or clothmakers, aro^e, commanding 
an amount of capital great rel.it ivel}’ to previous conditions, and bring- 
ing into de})cndcnce U[)on themselves conqiaratively large numbers 
of wa 3 rk])eo[)lc. 

Of the early history of the domestii industry we have no informa- 
tion, when it is first notued in jiublic documents, it secmis to be 
alreadv wudely sjiread over the country, d'he central figure to be 
studied in the new organization of labor is the clothier. He buys the 
wool, causes it to be spun, woven, fulled, and d\ed, pays the artisans 
for each stage in the manufacture, and sells the finished commodit} to 
the drapers. 

Now there can be little doubt that the impulse towards this 
extension of a freer industry into the country was given primarily by 
the new mercantile capital which successful trade had created. But 
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when once the movement had begun it would be followed by all who 
saw their opportunity, by wool staplers, by drapers, by landed pro- 
prietors, by energetic artisans from the towns. The requisite labor 
would readily be found in the unemployed of the agricultural districts, 
and the necessary technical skill could be acquired from the journey- 
men whom the jealous restriction of gild privileges by the master 
artisans had driven from the towns. 

Limitations of space prevent the present sketch of the history of 
the woollen industry from being carried farther. Otherwise it would 
have been interesting to trace the regulations of the Tudors as to the 
(|uality of cloth and as to apprenticeship, and to consider how far 
these were dictated by the jealous endeavors of the town craftsmen to 
hinder the growth of the industry in the country, and how far they 
were guided by a wise policy on the part of the government which 
aimed at maintaining a certain standard of work. The appearance 
towards the end of the seventeenth (entury of a new class of factors 
and great merchants; the abandonment under mercantile pressure 
of the policy of preserving the quality of doth, the growth of credit, 
the struggle between the woollen and cotton interests — all these 
preparing the way for the actual factory and machine industry of 
today — are of the Vnost vital imjwrtancc for the social history of 
England. But for the present we must be content with having traced 
the earlier stages of the long evolution. 

71. COMMERCIAL ORGANIZATION IN THE WOOLEN 
INDUSTRY' 

The operations of the various wool-buyers were so little differ- 
entiated, each one {)crforming at different times the same business 
as the others, that a rigid classification is quite impossible. And it is 
to be understood in the following treatment that clear-cut distinctions 
did not e.xist among the various buyers of wool. 

Brokers . — The buyer who was most specialized was the brogger. 
The brogger was an agent or broker of a manufacturer or exporter 
or big wool-merchant or jobber. He made a farm-to-farm canvas, 
established regular customers from whom he bought from year to 
year, and picked up wTat wool he could outside this regular custom. 
He either packed it up himself or employed a specialized class of 

'Adapted by permission from R B. Westerficld, “Middlemen in English 
Business," Transactions of the Connecticut Academy of Arts and Sciences, XIX, 
265-79, 296-317. (Yale University Press, 1915.) 
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wool-winders or wool-packers, which arose in the wool-producing 
sections or the markets, as, for example, in London, where liic wool- 
staplers, packers, winders and combers together made up the wool- 
men’s livery company. After it was wound and packed the brogger 
arranged to have it fetched away. 

Jobber and merchant . — The wool- jobber and merchant was closely 
allied with the wool-brogger on the one hand and the wooLsIapler 
on the other. All were buyers of wool, either direct from the wool- 
grower or from the first buyer. 

Two facts gave occasion to this occujxation. In the first jdace, the 
wool harvest was quickly made: in less than a month the whole 
year’s clip was ready for sale. It at once became deail capital in the 
grower’s hands, and to carry the stock was an economic loss, due to 
the interest charge against it. Hut, on the contrary, the nee<ls of the 
manufacturers were nearly constant throughout the year; and it was 
an economic loss to them to buy uj) in advance large provisions for 
their consumption during the \ear. Thc'y sought a seller who w'ould 
sell them small lots as they needed them, whereas the wool-growers 
sought a buyer who would take at once their whole clip, d'hese two 
functions were combined in the wool-jobber. 

lie was a capitalist. He bought for cash lai^c volumes of wool 
seasonally; he owned warehouses for the storage of his jiurchases, 
he sold to clothiers and manufacturers on credit and in such parcels 
as they needed. In performing these capitalistic acts he incidcmlally 
did others that promoted the wool trade. lie acted as collec tor and 
forwarder of the wool from the grower to the manufacturer. As a 
buyer of wool and a seller of wool he develoi)ed a (henlele of buyeis 
and sellers, both of whom he cared to }>reserve by fair and honest 
dealings; and consequently reduced the frauds of the false winding 
graziers, so much comi)lained of w'here manufacturers bought directly 
from the grazier. He conducted a w'ider correspondence and effected 
broader connections than would be possible or profitable to a grazier 
and in this way broadened the market of wool, more equally 
distributed it according to needs, and at a steadier price. Hy these 
labors, the manufacturer was enabled to specialize in making cloth 
and free himself from the tasks of buying wool from the scattered 
farms. 

Wool-stapler. — Staple, in connection with the textile materials, 
means the fiber of any material used for spinning and is expressive 
of the character of the material. A stapler was one who was employed 
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in assorting wool according to its staple. In connection with this 
assorting, the stapler performed all the functions attaching to the 
jol)l)er and merchant. He had large warehouses and required a 
great capital. But his special and distinctive function consisted in 
breaking and assorting wool, making it up into sortments fit for the 
manufacturer. Without the stajfier the clothier was under the 
necessity of buying his wool in the fleece, and unless he could work up 
all sorts of wool, a thing no clothier could do to any advantage, he 
sufTcrcd a loss of those parts not used. 

Yarn merchant . — The yarn merchants were a class of merchants 
who owed their existence to the localization of spinning and weaving. 
This localization increased the interdependence of the difierent parts 
of the kingdom. The clothmaking districts were forced for want of 
spinners to draw part of their yarn from quarters near and remote 
The operations of getting the wool from the wool-buyers, and into 
the hands of the spinners in their localized districts, and of collecting 
again and selling the yarn to the clothiers were performed by this 
specialized class. .Sometimes they simply bought U]) the surplus yarn 
spun by the country spinners and carried it and distributed it among 
the clothiers. They commonly combined the functions of the wool- 
stapler (viz., assorlcr, kember, washer, scourer, and trimmer) with 
that of the yarn merchant pro[)er. 

Clothier , — 'The clothier was the central figure in the domestic 
system of manufacture which characterized increasingly the pro- 
ductions of cloth from the middle of the fifteenth century till the 
Industrial Revolution. His business was a compo.site of the middle- 
man’s business and the manufacturer’s business, but must be regarded 
in larger measure that of middlemen. In a restricted sense, he was 
not a manufacturer since he had ceased to exercise the craft of cloth- 
worker; nor was he a j)ure middleman, for all the wares he handled 
underwent transformation while under his control and assumed a 
very difTcrent aspect from the time he purchased the raw wool till 
he sold the finished product. He was an organizer of the manufacture, 
of the labor and of the distribution of the materials. His shop was 
a neighborhood, a village and its environs. Not until the closing 
decades of the period covered by this study did he assume the owner- 
ship of the tools of manufacture, and even then they were leased out 
to the artisans under his employ. Nevertheless, since he did not 
directly manufacture the materials which he bought and engaged 
himself exclusively (a) in the buying cf materials and of labor used 
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upon them and outside his supervision and (b) in the selling of the 
cloth, his middlemen characteristics are very obvious. 

Having raised his wool, or bought it at the Cirencester or London 
or other markets, or having dispatched broggers into the country to 
buy, the clothier delivered it out weekly among the sjunners who 
lived in the vicinity of these clothing towns, in the country and the 
hamlets. The spinners w'ere paid for their work and the yarn was 
then carried to a weaver, who was likewise paid by the clothiiT. The 
yarn dealer sometimes intervened and relieved the clothier of these 
earlier ])arts of the business. And so successively through the 
remaining {)rocesses of the manufacture — milling, dyeing, shearing, 
dressing, etc. — the clothier carried his ware and paid the artisans 
He thus employed many distinct classes of artisans and each j'lerformed 
only one o])eration u[)on the w’ool or cloth. 'The excellence of this 
system consisted in the concentrated direction of all the jirocess by the 
clothier under a well-defined dicision of labor. Its greatest defei 1 
was the wastes caused by repeated cairiage over consideralile dis- 
tances betw^een successive artisans, and the cause of this decent rali/a- 
tion was fundamentally the fact that power machinery needful to 
concentrated factory production had not yet been invented. Hut the 
clothier’s business at this early time recjuired cons1dcral)le capitalists 
and men of broad correspondence who could undertake the risks 
involved. 

The clothier occupied a very restionsible and prominent i)lace in 
the local community. He was the moneyed man, the paymaster 
and the employer of the whole vicinity. The neighhorhood’s ac tivity 
and prosperity rested in his hands. 

Those clothiers who stand out with the greatest halo of tradition 
tried the concentration of the.se emjdoymcnts in large halls. Deloney 
in 1632 in his Introduction to Thomas of Reading said in retrosiiect 
that “ Every one of these (nine clothiers of the West) kejit a great 
Number of Servants at Worke, Spinners, Carders, Weavers, Fullers, 
Dyers, Shceremen, and Rowers, to the great Admiration of all those 
that came into their Houses to behold them.” The same author in 
a poetical dis.sertation on John Winchcombe, the celebrated “Jack 
of Newbery,” gave the following statistics of his employees: at 200 
looms, 200 men and 200 boys, 100 women carding, 200 “maydens” 
spinning, 150 children picking wool, 50 “shearemen,” 80 rowers, 
40 men in the dyehouse, 20 men in the fulling mill, a butcher, brewer, 
baker, 5 cooks, 6 scullions, and children “ to turne the broaches 
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every day.” This traditional clothier lived about 1500, Fuller 
says “he was the most considerable clothier, without fancy or fiction, 
England ever beheld.” Thomas Dolman succeeded Winchcombe as 
the leading clothier of Newbery. 

Lest there be undue emphasis given in the foregoing description to 
the capitalistic nature of the clothing business, it must be remembered 
that there existed alongside these capitalistic clothiers others of less 
means. In every region the small master seems to have continued 
despite the tendency to large scale production. In 1615 one class of 
clothier was described as “one that seldome or never tra veils into 
the woolle country to buy his woollc, ljut borrowes the most part of it 
att the markett, and setts many jioore on worke, clothes it presently, 
and sells his cloath in some countries upon the bare thred — and then 
comes to the woollc markett and jiayes th’ old dclite and borrowi's 
more.” Another class was described as too poor to buy up stocks of 
wool but able to buy parcels of yarn which they wove into unfinished 
cloth and sold weekly at the market. The poverty and limited scale 
of business done by these classes of clothiers favoted the business of 
cloth merchant on the one hand and wool-staplers on the other. 
Since the [wor clothier sold the cloth in an untinished state and others 
completed the professes of manufacture and distribution his control 
over the industry was very limited and he was the first to suffer in 
[)criods of dearth or of dull business. 

The clothiers of all England sold mostly through London. The 
great London market for cloth had been for many centuries at Black- 
well Hall. Idle non-resident clothiers were constrained to bring their 
woollens for dis])lay and sale to this market, and an elaborate set of 
rules were adhered to in the business transacted. 

Factors at Blackwell Ilall.—A specialized class established them- 
selves in the business of Blackwell Hall about 1660. They were 
known as the factors and received public recognition in the regulations 
of the Hall laid by the Act of Common Council of 1678. 

The first factors were likely some clothiers or clothworkers with 
whom other clothiers had left their residue of cloths from one market 
till a later market. As stated above, the clothier sometimes author- 
ized the keeper to sell the cloths in the interim, specifying a certain 
price at which he might sell. This authorization was the wedge by 
which the factor entered the trade and seized upon his limited func- 
tion. In order to make sales the keeper would abate tiie price a few 
pence per yard below the price specified by the clothier. This 
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difference in price was sufficient motive for the preference which the 
buyer thereafter showed for buying them from the kce|>er. To secure 
sales the clothier was then forced to sell through the keepers, who set 
up as regular factors and thus “usurped the sole power of selling the 
clothier’s cloth, both for what price, and for wliat time, and to whom 
they pleased.” 

Several circumstances at once operated to strengthen and estab- 
lish the factor in this his so-called usurped place. I'lie convenience 
realized by both clothier as seller and by merchant or draper as buyer, 
through the instrumentality of this factor made them j)rone to a 
passive compliance, for tliey could then devote themselves to their 
more proper employments. But this separation of clothier and 
merchant lessened the merchant’s ju<lgment of cloth, a judgment 
which his daily practice of examining cloth in the Hall had heretofore 
trained and maintained, and consequently the merchant beiamc 
dependent upon the factor as a specialist in judging tlie (lualities of 
cloth. The factor used his profits sometimes to buy materials and 
employ woolworkers and became in part a clothier; this gave him an 
economic advantage by which he could undersell any clothier who 
persisted in selling his cloth himself and could force himself into the 
clothier’s employ. And further, the factor could make or break a 
cli)thier by partiality in the time of sales and in the longer or shorten 
period during which they retained the proceeds; naturally they 
favored the richer and larger dealers, and the poorer became very 
subservient to their factors. 

The prime service of a factor is to facilitate exchanges; buyers and 
sellers are brought together through si)ecialized representatives, 
wide correspondence and connections swell the number of buyers and 
.sellers; there is a broader, steadier market; an economy of time, cost 
and effort at sale is effected, the producer, in singleness of effort, is 
enabled to produce more and better; the agent becomes an intelli- 
gencer to the manufacturer; and so forth. 

Draper . — The woollen drapers seem to have differentiated their 
employment and separated their function from the general cloth 
manufacture and trade during the fourteenth century. 

It appears that the drapers were occasioned by the migration of 
industry from the towns to the country and the consequent establish- 
ment of the domestic system of cloth manufacture in the homes. The 
rise of the country clothier was primarily due to the arbitrary restric- 
tions laid down by the town craft gilds. Heretofore, each craftsman 
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might have retailed his own product. Hereafter, cloth that saw 
produced in the country was brought into towns to be sold there by 
the drapers. It was found in Leeds that the manufacture was 
suburban and the sale was urban; the dwindling of town manufactur- 
ing was compensated for by the selling of cloth by the drapers. 
Middlemen became necessary thereafter to judge and guarantee the 
quality of cloth and to study the market demand so as to equalize the 
quantity produced and consumed. 

The dra[)er, as has been shown, was in the early centuries both 
retailer and wholesaler of w'oolen cloth. The retail function became 
less and less his and was given over to the mercers. By the middle 
of the eighteenth century he was a typical wholesaler. As such he 
had connections (a) with the clothiers or the factors, {b) with the 
merchant importers and exporters, (c) with the provincial whole- 
salers, and (d) with the retailers of London and other towns and 
cities. 

Manchester lilen . — One class of buyers at the great Cloth Fair at 
Leeds was the travelling merchants. These were a class [)eculiar to 
the northern manufacturing section and were often called the “Man- 
chester Men,” They were wholesale merchants (more properly, 
tradesmen). There was a demand all over England for the cheaper 
cloths— kerseys, cottons, as well as the other manufactures, such as 
cutlery, hardware, clocks, almanacs, etc., which were made in the 
north, and the Manchester Men acted as distributors to the shop- 
keepers of the Island. In a pamphlet dating from about 1685 it was 
spoken of, as a thing accustomed, that “the Manchester Men, the 
Shelheld men, and many others .... do Travel from one Market- 
Town to another; and there at some Inn do profer their Wares to sell 
to the Shopkeepers of the Place.” They sold wholesale to shops, 
warehousekeepers, and to country chapmen at this date. 

Chapmen, — “Chapmen” (cheap man) was originally an inclusive 
name for all dealers; by the sixteenth century the term had become 
restricted to the small pedlar or retail dealer. The term “petty” was 
often prelixed. In 1639 petty chapmen w^ere described as those who 
“buy up commodities of those that sell by wholesale and sell them 
off dearer by retaile, and parcel them out.” Before the rise of country 
stores all retailing in the country was done from temporary booths 
at markets and fairs, or by itinerant dealers. From the latter fact 
the term “chapman” acquired the concept of our modern pedlar or 
hawker. This meaning was in vogue in 1745 when the chapmen were 
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defined as “ Such as carry goods from market to market, or from house 
to house, to sell.” d'hey bought their goods from wholesale tradesmen 
of the cities or from the Manchester Men, and travelled on foot with 
packs on their shoulders, or with horse and juinniers, or with horse and 
cart or wagon. 
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72. LOSS OF (’OXTROL BY 1 'IIF OILDS- 

Though there is much room for dilTerence of opinion as to the 
origin of craft gilds, there is ample evidence as to their character 
and powers. In loigland the craft gild a])])ears to have been an 
institution which obtained ])Owers from the town to regulate a certain 
industry for the common good. On its economic side it aiimsl at 
supplying a known market, by meeting the wants of the townsmen 
themselves and of others who visited it for the jiurpose of buying; 
it strove, besides, to maintain a high quality of wares, the good 
training of the workmen, and favourable conditions for work, but 
the whole institution was subordinated to the good of I he toun, and 
to the steady growth of a material prosperity in which all could 
share. 

The whole of this system served admirably for the regulation of 
industry under suitable conditions, but it made no allowance for 
growth , and in the fourteenth and fifteenth centuries there ajqiears to 
have been a rapid growth, especially in connection with the manu- 
facture of cloth for distant markets. Those who, as dealers, had 
formed some capital and were accustomed to handle it, began to 
invest their capital in industry and to comi)ete with those who were 
craftsmen by training. The dealers might be dealers in raw material, 
or dealers in the finished product; but in cither case they did not 
count to make an income by their own work, but by the wealth they 

J Adapted by permission frora^W. Cunningham, T/ie Fro^reys of Capitalism 
hi England, pp. 73-78. (The Cambridge University Press, 1916 ) 
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had invested in buying materials and tools and used for paying wages. 
The capitalist system in the cloth trade appears to be as old as the 
incursion of Flemish weavers under Edward HI, and it certainly had 
reached a high stage of development in the sixteenth century, when 
men like Jack of Winchcomb and Stump of Marlborough flourished. 
These men did not manufacture with reference to a market on the 
spot, but with reference to the requirements of a distant market, 
sometimes a market in foreign countries. They had an interest in 
manufacturing on as large a scale as possible, and turning over their 
capital rapidly so as to enable them to push their trade and get the 
command of a larger market. It is obvious that institutions which 
were built up by small craftsmen, each with his stock in trade, to meet 
a known market were unsuited to the industry as developed by large 
capitalists. The regulations, which had been maintained in the old 
corporate towns, were proving inconvenient in the flfteenth century, 
and industries migrated from the towns to the rural districts. In 
other cases the burden of taxation appears to have been o{)pressivc 
to the old communities, while it is likely enough that some of them had 
never recovered from the ravages of the Iflack Death. At any rate 
we sec that, in the middle of the sixteenth century, the institutions, 
which had ser\'cd lb r('gulatc the industry of the towns in the Middle 
Ages, weie no longer ei'fective for their j)urpose. 

The towns thus lost their importance as organised centres of 
e(()nomic life and they also ceased to be regarded as important units 
for political purposes. There had been a time when the payments 
that they made, for the enjoyment of self-government, and occasion- 
ally to meet special demands, were of great importance to the Crown, 
and the maintenance of the prosperity of each town was a matter ol 
public concern, this feeling prevailed as late as the time of Philip and 
Maiy; but it a[)pcars that from that time onwards governmental 
measures were rather directed to fostering the pros{)erity of the realm 
as a whole than to maintaining the economic activity of particular 
towns. Put during the seventeenth century old payments had, with 
the alteration of the value of money, become almost nominal and 
had often been redeemed. The town privileges of self-government 
had ceased to give substantial advantages; the capitalists, who had 
settled in suburbs or in the country, were developing a i)roh table 
business; the joint stock companies gave increased opportunity in 
the investment of capital on lines which lay outside municipal author- 
ity; by 1689 the towns were no longer seeking so much to preserve 
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an independent life of their own, but wore more content to have their 
share in the general prosperity of the country. 

See also 37. Merits and Defects of the (haft Odd. 

73. SOMK At^RICLLTURAL CllWCdhS 1\ RKLX'I'IOX 
TO IHK WOOLLN INDTSIRV 

A‘ 

With the close of the Wars of the Roses an<l tlie dawn of the 
Tudor period an agricultural revolution began, which continued in 
progress till the middle of the reign of Th/ahelh, and after moie than 
two centuries of (luie^cence, recommeiued in the eighteenth century 
'Phis revolution was part of the general movement which gradually 
transformed the country. It may he described as the introduction 
of the commercial spirit into national life. In agriculture the com- 
mercial spirit took the direction of enclosuies the break-up, th:it v , 
of mediaeval agraiian pai tnei diipN, the a[)propi i;ition of commons 
by individual owmers, the substitution of individu.d enterprise for the 
united venture of village farms, both in the sixteenth and in the 
eighteenth centuries this w'as the direction which the revolution 
a^mmed. But in details the earlier and later movements wadeK 
tlifTercd. Under the 'Rudors the agricultural revolution wais accom- 
panied by the substitution of pasture for tillage, of sheep for corn, of 
wool for beef and mutton. Under the Hanoverian sovereigns the 
British farmer no longer took his seat on the woolsack, hut devoted 
himself instead to the production of bread and beef for the teeming 
populations of manufacturing cities. 

The fijiceuih-century ay^nalllural changes . — The period wink h 
began with the close of the Wars of the Roses (1485) and ended with 
the defeat of the Spanish Armada (1588) was one of transition from 
the mediaeval to the modern form of landownership. Feudalism 
was dead or dying, and trade wars usurping its throne. In the hands 
of lords of the manor the soil had been required to furnish, not money, 
but men-at-arms. Mediaeval barons valued their estates chiefly for 
the number of retainers which they sent to their banners. Tudor 
landlords estimated their worth by the amount of rent which they 
paid into their coffers. Mediaeval farmers extracted from the soil 

‘Adapted by permission from^II. D. Traill, Social England, III, 351-57. 
(Cassell & Co., Ltd , 1805^ 
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only 80 much food as they required for the sustenance of themselves 
and their families. Modern tenants were not satisfied with this 
self-sufficing industry; they desired to raise from the land, not only 
food, but profit. As trade increased and towns grew, and English 
wool made its way into continental cities, or was woven into cloth by 
English weavers, new markets were created for agricultural produce. 
Fresh incentives were supplied to individual enterprise, and both 
landlords and tenants learned to regard their land from the commercial 
point of view. 

If money was to be made out of land, it was plain that only indi- 
vidual enterprise could make it. Under the old system it was open 
to the idleness of one man to cripple the energy of fifty others. To 
exchange, divide, enclose, and so consolidate the holdings became 
the object of the rural aristocracy. Sometimes the commons were 
equally divided; sometimes they enclosed them by force or by con- 
nivance with the principal commoners. Voluntary agreements 
between commoners and proprietors of land were not infrequent, and 
bargains were often struck on equitable terms, based on a valuation 
and commutation of commoners’ rights. But it was a rough age, 
in which might was right; and Sir Thomas More presents us whth 
another side of the picture. He speaks of “husbandmen thrust 
out of their own, or else by covin and fraud, or by violent oi)prcssion, 
put beside it, or by wrongs and injuries so wearied, that they be 
compelled to sell all.” 

The first result of the commercial spirit which was infused into 
farming was the increase of enclosures, and the consequent severance, 
whether directly or indirectly, of a considerable portion of the rural 
population from the soil. If this change had been accompanied by 
a large e.xtensioji of arable farming, the market for agricultural labour 
might have been so enlarged as to relieve agrarian distress. But the 
change which took place in farming served only to increase the 
scarcity of employment. The second result of the commercial revo- 
lution was to substitute the shepherd and his dog for the ploughmen 
and their teams, wool for corn, and pasture for tillage, and thus to 
diminish tlie demand for labour at tlie very moment w^hen the supply 
was increased. Woollen manufactures grew so rapidly both at home 
and abroad that there was a ready sale for English wool both in Eng- 
land and on the Continent. The fineness of the English fleeces made 
them indispensable to foreign weavers; wool was easily transported, 
without risk of damage, and without liability to duty. The profits 
of sheep-farming was sure, and the outgoings in the cost of labour 
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small. Arable farming, on the other hand, was an uncertain specu- 
lation, and the necessary outlay was large. No elTorts were spao'd to 
extend sheepwalks. Small tenants were evicted, lal)oiir(T.s’ cottal;(•^ 
were {)ulled down, the lords’ demesnes turned into j)astiires: wastes 
and commons were enclosed for the same pur])ose. This process, 
which began at the end of the fifteenth century, continued till the 
middle of the reign of Fdizabeth. 

The twofold elTect of the commercial revolution told disastrously 
on the condition of the agricultural labourer. His misciies weie 
aggravated during the period under review by a raj)id rise in the value 
of all agricultural produce. Every owner of land benefited by the 
rise, and tenant-farmers, if they held their tenancies at reasonable 
rents, grew rich. But the labourer alone sulTercd. As a new sujiiily 
of precious metal poured in from America, the [lurchasing power of 
money fell. The wages of labour were arbitrarily fixed by statute 
at the rates of the previous century, though, relatively to the prices 
of necessaries, they had dwindled by half. At the same time the 
dissolution of the monasteries had deprived the poor of charitable 
aid; and the principle of their comjnilsory support was still imper- 
fectly understood. The labour market was glutti^l, and the jiower 
of the trade gilds excluded the peasant from employment in towns. 
Hundreds of poor Toms were whipiied from “tything to tything, and 
stock’d, punished and imprisoned.” 

From low farms, 

Poor pelting villages, shccpcotes, and mills, 

Sometime with lunatic bairns, sometime with prayer 
Enforce their charity. 

[Note. — Other selections hint something of the significance ()f 
this situation with respect to the drift to the towns, the exclusion of 
these rural workers from the gilds and the settlement of the workers 
and manufacturing industry in suburban and rural sites.] 

B 

By Conykrs Read 

One of the most important contributions to the development of 
modern capitalism in England j)rocceded from that many-sided change 
in the character of English agricultural life known as the Enclosure 
Movement. It is a generally accepted fact that the Enclosure Move- 
ment was fairly continuous in England from the end of the Middle 
Ages to the middle of the nineteenth century, yet it can hardly be 
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denied that it progressed most rapidly and its effects were most far- 
reaching in the period which coincides in point of time with the 
Industrial Revolution. It was provoked by a natural desire on the 
part of landlords to increase the net revenues from the land. In its 
earlier manifestations it usually took the form of the conversion of 
arable into pasture land for sheep-raising. In the later seventeenth 
and eighteenth and nineteenth centuries, however, it was more 
largely applied for the purpose of improving methods of tillage, which 
for a variety of reasons had been very considerably retarded by the 
earlier system of common tillage in open fields. 

From the point of view of increased net yield from the soil, the 
Enclosure Movement clearly fulfilled its promise. But its effects 
were disastrous upon the social and economic condition of the English 
peasantry. At the beginning of the eighteenth century, in spite of 
the earlier Enclosure Movement, a large part of rural England was 
still in the hands of small yeomen who farmed their own land, of 
cottagers and crofters w'ho rented small holdings and enjoyed common 
rights of pasture, woodland, and waste, and of agricultural laborers 
who worked for hire and cither “lived in’' with their employers or 
else occupied a small cottage on his farm. Among the cottagers and 
crofters a considerable number were primarily engaged in weaving 
or some other form of domestic industry and worked their small bits 
of soil in their spare time. 

The effect of the Enclosure Movement in the eighteenth century 
was in a large number of cases to make the position of the agricul- 
tural worker untenable. Improved methods of tillage, involving the 
building of fences, the digging of drains, the application of manures, 
and the use of machinery, were beyond his resources and indeed 
beyond his intelligence. His hope of survival lay in the maintenance 
of the old system; but he lacked the organization, the enterprise, and 
the capital to make a successful fight for his old common rights before 
the courts. Enclosure came in spite of him and brought with it 
new and expensive methods and new marketing conditions to which 
he was not able to adapt himself. Inevitably then he was forced out 
of business by his richer and more progressive competitor. Hence 
it was that during the eighteenth century particularly a very consider- 
able element of the rural population of England was divorced from 
its old occupation and its old attachment to the soil. For the most 
part it found its alternative to starvation in the increasing demands 
of the new industries. As the gates of the farm swung to, the gates 
of the factory and the mine and the shop swung open. From the 
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deserted villages of rural feudal England came one of the chief sources 
of labor supply for urban capitalistic England. 

Meanwhile in the towns themselves other M)urces of labor supply 
were forthcoming. The exclusive policy of the craft gilds had 
operated for centuries to prevent the piogression of the jouincymen 
workers to the position of masters of the craft and to convert them 
into an industrial laboring class. Capitalistic forces among the 
masters themselves had depressed the j)oorer masters to a common 
level with the journevmen. In town and country alike the interests 
of the richer classes had supersedeil the interests of the rank and file. 
\ capitalistic regime already dominated industrial oigani/ation both 
lural and urban even before the Industiial Revolution. It had 
already efTectually destroyed the community ideals of (he manor and 
the gild. Out of the flotsam and jetsam of that wreckage it secured 
the proletariat for the new factory system which the Indnstiial 
Revolution brought in its train. 

^ 74. EARLY LAROK-.SC'ALE RRODUCnON' 

The capitalist movement, in its fust stages, was ])rimaiily finaiu lal 
and commercial. It is comparatively rare to find f)ro(luction organ- 
ised on a large saile on j)remise'>, or with machinery or ai)prian(es, 
owned by the emploc’er. Nevertheless, there are sufTuient traces 
of beginnings in this direction also to make the matter of some impor- 
tance - especially when account is taken of the development of this 
form of capitalistic enterprise since the Industrial Recolution. 
Three points call for separate discussion: (i) the occasional appear- 
ance of the larger unit of production in industries which, however, 
retain the domestic as their predominant tyjie, (2) the increasing use 
of capital in mining and metallurgy and in branches of other indiisti ies 
which require e.\[)ensive plants, and (3) the investment of consider- 
able sums under patent rights in the introduction of new or foreign 
processes or in the reorganisation of existing industries by control 
of the supply of the raw material. 

I. Evidence of a tendency on the part of individuals to increase 
the scale of production in the cloth industry goes back to 1339, when 
Thomas Blanket and other citizens of Bristol were fined by the civic 
authorities for setting up looms and employing labour on them in their 
own houses. Incidental references to the practice are found occa- 
sionally in the fifteenth and sixteenth centuries. More commonly 

' Adapted by permission from H. O. Meredith, Outlines of the Economic His- 
Unry of England, pp 158-61. (Sir Isaac Pitman & Sons. Ltd , iqo8 ) 
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individual capitalists speculated in the tools or machinery of an 
industry, renting them out to the wage-earners. This was the usual 
course of development where, as, e.g., in the stocking industry, some- 
what complicated machines were introduced. The practice existed, 
however, in older trades, and the “Weavers’ Act” of 1555 enumerates 
it among the methods by which wealthy clothiers were oppressing the 
weavers - “some by ingrossing of Looms into their hands and pos- 
session, and letting them out at such unreasonable rents as the poore 
Artificers are not able to maintain themselves,” Preventive legis- 
lation, as has been pointed out by Mr. Unwin, was limited to clothiers 
dwelling “outside a city corporate or market-town.” The same 
writer draws the deduction that the Act was the fruit less of sympathy 
with the oiipressed weavers than of jealousy of town versus country 
clotliiers. On the other hand, the stronger tradition of the gild sys- 
tem would be likely perhaps to limit the growth of the system in the 
towns. It is possible that the town clothiers, holding themselves 
bound by these traditions, regarded the competition of large-scale 
businesses in the country as unfair. 

It is clear that a tendency towards an embr\'o factory sc’stein was 
visible in the rural districts at this time, and there is traditional evi- 
dence of the existence of jiroductivc units which would be classed as 
factories today. A versified history of John Winchcombe, of New- 
bury, of which the first edition was possibly printed as early as 1597, 
tells us that 

Within one roomc being large and long 

There stood two hundred Loomes full strong. 

Each weaver (adult males were employed) was attended by a “prett> 
boy.” A hundred women w'cre carding. Two hundred girls were 
spinning. A hundred and fifty children were picking wool— “the 
children of poore silly men.” There were fifty shearers, eighty rowers, 
forty dyers, and twenty hands in the fulling-mill. There is possibly 
exaggeration here. Winchcombe died some time after 1519, but his 
son continued the business, and Winchcombe’s “kersies” enjoyed a 
European fame in the middle of the sixteenth century, and the 
importance of the name does suggest some detailed organisation of 
production. Moreover, though factories which integrate a large 
number of processes are familiar to us moderns, it may be doubted 
whether tradition could create tlie conception if none such existed. 
In any case, large-scale organisation did not become characteristic 
of the clotli industry until considerably later. 
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2. In some branches of industry, however, a plant was already 
required which could not be pro\ idcd for each worker by himself, and 
here, in the absence of cap)acity for co-opeiation, the capitalist was a 
necessity. The localisation of the liiiisliing processes in the cloth 
industry was largely determined by the search for water-power to 
drive the machinery of the fulling-mills. 'Hius, whilst \ arn continues 
to be spun tliroughout the country, we shall find weaving gravilatt's 
more and more to the Southwest and Norilnvest. We know little of 
die history of tlie fulling-mill, but we find in the Wea\ers’ Act of 1555 
the jirovisions that “no weaver shall have a tucking- (i.c., fulling ) 
mill, and tliat no tucker shall have a loom in his house or possession.” 
This seems to show^ a tendency towards integration of other ])rocess(‘s 
with the one jirocess recjuiring cajiital which was rc'sisted in tlu' West 
Riding (though not in other distiicts) until the Industiial Revolution. 
Water-power w'as also becoming important in the iron indust l y, wheie 
it w^as employed as early as the sixteenth century, to dti\e mec hanu al 
bellows and tilt-hammers. The industry was to some extent con- 
trolled by the aristoi ratic owners of the land where ore and fuel weie 
obtainable in proximity. Both in mining and in metallurgy improc ed 
processes were being introduced from the Continent - espec iall\ 
(lermany - by adventurers who could get the necessary funds. 

3. The Elizabethan patents were granted on several dilferent 
grounds. Leaving aside those in which the jirincijial object was to 
farm out an excise duty on the industry in cpiestion, or jirovide a 
salary or pension for an olhcial or faxouiile, we may distinguish two 
jirinciples: (a) rew'ard of invention, (d) reward of imjiortation of a 
new process. “The study of these patents has brought into promi- 
nence the very interesting facts that tlie jilanting of new industries 
was a capitalist undertaking, organised by moneyed men, who were 
j)re[uvred to wait some years for the full return on their outlay.” 

75. THE DOMESTIC SYSTEM A FORERUNNER OF 
THE FACTORY SYSTEM' 

The primary force that was at work was Capital, and the capital- 
istic spirit — the desire of Investment for the sake of gain — which was 
bound up with it. Long before 1776 by far the greater part of 
English industry had become dependent on capitalistic enterprise in 
the two important respects that a commercial capitalist provided the 
actual workmen with their materials and found a market for the 

‘Adapted by permission from W. J. Ashley, TAe Economic Organization of 
England, pp. i4i-S4- (Longmani, Green, & Co., 1914.) 
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finished goods. The workmen continued to work in their own homes 
or in sheds or outhouses attached to them; and for this reason the 
system may be spoken of as domestic (German: llausMustrie). I 
think this is on the whole the most convenient practice, and I have 
followed it. If we are to invent a new terra, perhaps factor-system 
might serve; although the employing capitalists in England were only 
in certain small trades actually called “factors.” Commission- 
system^ which has been proposed, is obviously inaccurate, because the 
work was not done on commission, either by the employing capitalist 
or by the cottage workman. 

The (luestion of classification and terminology, however, may be 
j)assed over willi some equanimity because in the period between the 
gild and the factory it was that more completely capitalized form 
which involved the provision of material by the capitalist and the 
payment by him of wages wide h was by far the most widely prevalent. 
'That this was the case with the clothiers of the south and west of 
England throughout the sixteenth and seventeenth centuries is beyond 
all cjuc'stion. The point I want just now to emphasize is that the plan 
of giving out material and paying wages was characteristic of every 
other important industry in the eighteenth century. The proof is to 
be found in the k^gislation against embezzlement of material. There 
was first the tem[)orary act of 1702, reciting that “many frauds are 
daily c ommit ted by persons employed in the working-up of the woollen, 
linen, fustian, cotton, and iron manufactures, by embezzling and 
purloining of the materials with which they are entrusted,” and 
providing certain penalties. In 1710 it was made perpetual. The 
ac I of 1740 extended its provisions to persons employed “in cutting or 
manufac turing gloves, breeches, leather, boots, shex^s, or other goods,” 
d'his “proving deficient,” in 1749 the workpeople aflected were classi- 
fied anew, as “an}- ])ei son hired to make any felt or hat, or work up any 
woollen, linen, fustian, cotton, iron, leather, fur, hemp, fiax, mohair, or 
silk manufac tures.” In all these cases the dominance of the capitalist 
middleman was due to the fact that, as things then were, he was 
needed to organize the manufacture and to assume the risk which 
was involved in ad\ancing the necessary capital, in view of a market 
which was too distant and uncertain for the individual artisan to cope 
with. The craftsman was not yet necessarily “divorced from the 
instruments of production” — to use the phrase of certain modern 
writers; he commonly owned his own loom in the woollen and silk 
tiades, just as many a sweated sempstress of our own day owns her 
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own sewing-machine. It was not the instrument of production, hut 
access to the maikct that lie was cut off from l)y cinumstames. 
And tlic essential similarity between industiial londitions then and 
under the sulisequent fac tory s\stem is shown by the fact that we 
already come across combinations of cottage workjieojile against their 
merchant employers and moxemeiils for higher wages. 

Conditions ajijiroaihed more nearly to the later fai tor\’ snsIi ih 
when the ca[)ilalist “undei taker" owned the necessary in.sli iiment of 
production and let it out to the workman -as, for instance, in llie 
hosiery industry with its knitting frame. 

An c\’en closer apjiroximation to the factory of lalcT cla\ s would be 
leached when the capitalist thought it expedient to galhei a bods ol 
workpeojile together in one place and under one loof. It is ceitaiii 
(hat though occasional examples may be found, as in the' pm m.iiiu- 
factory described by Adam Smith, the aggu'galion of w 01 kpeoplc* 
under the control of c'apitahsts was not the "piexalenl c liaia* teiistu 
of the {leriod. 

Without special governmental faxors, the advantages whu li the- 
collection of his workpeople in a single building would give an emp!o\er 
were usually too slight and too dubious to encourage any Lirge move- 
ment in this direction. Where the w'ork could be? broken ui) into a 
n’lmber of separate ojierations, as in the manufac lure of pins, it would 
doubtless greatly facilitate that type of diviMon c)f labor to bung 
together under one roof a suiricient body of mc'ii for eac h to be assigtic-d 
a speciali/ed job. But w'here, as in the woollen industry, division of 
labor could not go bc>ond the pi 01 esses of combing, spinning, dye'ing, 
w'eaving, fulling, etc., then: would be no such gain in a mere aggrega- 
tion of workpeople performing the same ojieration. 'I'he only advan- 
tages that 1 can discern would he in the better supervision of the 
(piality of the work and in the greater regularity of outjiut. Against 
these had to be set the cost of providing the building as w'ell as of the- 
necessary supervision. Accordingly the only successful introduction 
of the textile factory, on a considerable scale, was in the silk-spinning 
industry; and here the exjilanation is to be found in the inlrocluc- 
tion of machinery which recjuircd “power” (in this case supplied 
by water) beyond that jiroducible by human muscle. It is only 
because the spinning of silk was, after all, a relatively small trade 
that the advent of the factory on the Derwent in 1718 did 
not transform English industrial life as the subse(|uent cotton 
factories did. 
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The appearance of the factory is therefore the characteristic 
feature of the industrial revolution of the later years of the eighteenth 
century, even though it had actually come into existence sporadically 
half a century earlier. It meant a new forward step in the evolution 
of capital: the assumption, on a large scale, hy the owner or controller 
of capital of a further function besides that of the mercantile inter- 
mediary — the function of actually directing and supervising the 
manufacturing [irocess itself. And this, if it did not produce abso- 
lutely new phenomena, immensely intensified the elTects of the 
capitalist control already established. The effects, I hasten to add, 
were good as well as bad. For the advent of capital brought about a 
vast enlargement and cheapening of produi tion. This should never 
be lost sight of, though it is so obvious that one sometimes forgets it. 

D. Some Examples of Differentiation of Function 
76. THE RISE OF FUNCTIONAL MIDDLKM LN' 

It is necessary to analyze the func (ions performed by the middle- 
man. Roughly the general fundions may be listed as follows: (i) 
sharing the risk; (2) transporting the goods; (3) financing the o[)era- 
tions; (3) selling. (communication of ideas about the goods), (5) 
assembling, assorting, and reshij)|)ing. 

These functions were at fust taken over by areas; that is, each 
successive middleman in the series took over a j)ar( of eiich fiiiution. 
Each took the risk of destruction of the goods while he held title. 
Each took the risk of credit losses. Each took a share in the transpor- 
tation of the goods along the route from the producer’s stockroom to 
the hands of the consumers. Ivach took a pait in financing the entire 
operation. Each had a part in the selling, disposing of the goods to be 
[lurcliased to succeeding middlemen and finally to the consumer. And 
each finally took a part in assembling, assorting, and rediipping the 
goods to make them physically available to the consumer. 

But at a relatively early date a taking-o\'er of these functions by 
kind instead of by area a{}pearcd. Today we have what may be 
termed functional middlemen in the insurance companies, direct 
transportation companies, and banks. 

The insurance company is in a real sense a middleman in distribu- 
tion. When it insures the producer against loss of goods by fire, against 
credit losses, and the like, it is taking over the function of risk formerly 

‘Taken by permission from A. W. Shav«r, “Some Problems in Market Dis 
tribution,” Quarterly Journal of Economics, XXVI (igia), 731-33. 
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shared by successive middlemen. Today the insurance company 
will assume practically the entire clement of risk. It is possible, for 
instance, for a large department store to insure against unseasonable 
holiday weather. The insurance comi)any dilTers from the ordinary 
middlemen in that it takes over one function as such rather than 
portions of a number of functions. 

So improvements in direct transportation have enabled the pro- 
ducer to turn to a functional middleman to convey the goods to the 
consumer. The transportation com])anies and the express companies 
are in a true sense middlemen in distriI)Ution, though tliey ])eiform 
but one of the functions formerly shared by the successive middlemen 
who took over functions by aiea. 'I'he physical conveyance of the 
goods to the consumer was formerly one of the most important func 
lions performed by a series of middlemen. 

So the function of financing the operation^ has largely been taken 
from the regular middleman. In foimer times the middleman took 
his part in the burden of finance, in addition to iiis other fiiiu lions. In 
most industries today the bank, as a funclional middleman, cares for 
the element of finance in the operations of dibtribution. By ad vaiu ing 
on goods and on commercial paper, it largely absorbs the function of 
finance in distribution. 

Another development has lessened the depcndi'nce of the producer 
upon the middleman for financial assistance. 'Fhe a[)])lication of the 
corporate form to industrial organization has made it possibk^ to draw 
together larger bodies of operating capital and hence to place the 
producer in a stronger financial [lositioii. 

As a result of the deceloiiment of functional middlemen, ready to 
take over the functions of sharing the risk, transporting the goods, and 
financing the ofierations, the importance of the middleman for these 
functions has diminished, d'here remain the function of selling (the 
communication of ideas about the goods) and the function of assem- 
bling, assorting, and reshipping. It is as to these functions that the 
middleman is of most importance today. 

77. CARRIKRS AND COMMUNICATORS' 

Under the old market system the farmers did their own carrying 
to market. A very good description of the method of carriage is 
given by Henry Best in 1641. The custom was to dispatch a train 

‘Adapted by i)ermis5ion from R. B. Wcsterl'icld, “Middlemen in English 
Business,” Transaclions of the Connecticut Acculcmy of Arts and Sciences, XIX, 
362-69. (Yale University Press, 1915 ) 
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of eight horse-loads at a time under the charge of two men. A load 
consisted of two three-bushel sacks of oats. The trip required a long 
day. A like system of horse-pack carriers was used by the StalTord- 
shire potteries to distribute their products and to bring fuel. The 
Manchester men employed horse-pack trains in their own charge or 
in that of their agents. The petty chapmen and travelling merchants 
were carriers as well as tradesmen. 

The effect of improvements in transport facilities was to call 
forth a specialized class of carriers, to reduce the costs of carriage, 
make possible larger loads, increase the speed of transit, and add to 
the safety, comfort, and convenience of travel and traffic. It also 
broke down the local prejudices and customs, travel became less an 
adventure among unknown peoples, news travelled more quickly, 
England became more metropolitan, sensitive, united. 

Carriage by wagon and cart increased as the roads were improved. 
VV^agoners brought wool and cloth to London by regular time-schedules 
in 1706 and this was spoken of as a ‘‘wonted” practice. In 1745 
many farmers and others kept teams and carriages for hire to others 
to bring corn, meal, and malt to London, and carry back coal, gro- 
ceries, wine, salt, iron, cheese, and other heavy goods for the shop- 
keepers and tradesmen of the country. It was said that there were 
in London in 1770 a hundred and fifty inns at least for the reception 
of such commodities and provisions as were brought thither by land 
in wagons out of the country, and that these returned at stated times 
with London commodities. 

A kind of stage-coach was introduced into London in 1608. This 
hackney-coach soon acquired a “general and promiscuous use” in the 
city and spread into the country. By 1685 there had become estab- 
lished a system of stage-coach service between London and important 
termini scattered over England, and even Edinburgh. Schedules of 
times and rates were published. Many private parties took up the 
occupation of common carrier; they owned stagc-coaches of their own, 
had regular places and times of departure and arrival, and sought 
public patronage by advertising. The “Stage-coachmen upon the 
grand roads of England” were derived from and fostered by other 
trades, such as the innholders, the coach and harness makers, and 
die licensed coachmen of London. The rise of the stage-coach was 
opposed by a large part of the people on the grounds that it would 
destroy the breed of good horses, destroy good horsemanship, lessen 
the king’s revenues, etc.; but it becarhe the most common means of 
tiavcl in the eighteenth century. 
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Another line of carrier activity pushed by the trading classes was 
the postal service. The early I'inglish post ofTice had a political and 
military origin, l)ut the carriage of mail for private parties was used 
to help defray the ex])en:^e of the royal mail. In i6,^8 Thomas 
Withering laid the basis of modern postal systems, his reforms were 
to provide for the carriage of private letters at fixed rates, to increase 
the speed of the posts, and to put the post olTice on a succe.ssful 
financial footing. 

The tradesmen found several ]\articu 1 ar uses for the mails besides 
their regular correspondence. One was the carriage of certain light 
goods by post, siu h as laces, diamonds, etc. .Another was the device 
introduced 1 )\ the Hank of I'ingland in 173S to facilitate the trans- 
mission of large sums of money by post called “Hank Post Hills”, 
the notes wctc |)a\able at sc'ven days’ sight so that in case the mail 
was rob’oed the parties might have time to stop jiayment of the bills. 
Still another use was the transmission of mercantile ])apers and bills 
reiei\able and payable. Spes lal forms of assignation or indorsement 
were invented to insure ag.iimU lobbeiies or loss of the mails. Lastly, 
a very important usage was the ''ending of patterns and samples by 
mail. It is jmobeblc' that the franking jirivilege as it was abused in 
the c'ighteenth century was of itself a ronsi<lerable inducement for a 
iierchant to enter i)ul»hc. life. 

A final method c:>f merc:antile communication must be mentioned, 
vi/., the newspa{)er. The first Weekly Xeives appeared in 1621. d'he 
tirst business advertisement in a newspajier dates from 1658. d'hc 
average number of newspapers sold annually in Faigland 1751-175,^ 
was 7,411,757, and in 1760 it was 17,464,790. This was surely a 
prodigious increa''e in the circulation of news over what it was a 
century earlier. 

The commercial and business uses of newsjiapers consisted in 
diffusing the political events of the day at home and abroad; in 
communicating consular letters and essays on trade, as well as reports 
of the markets and the movement of ships; ancl, lastly, in advertising. 
Advertising in ncws])apers after its start in 1658 made rapid progress 
In 1675 a mercury w'as devoted to “Advertisements Concerning 
Trade,” and was followed in 1679 by a gratuitous sheet of advertise- 
ments for “promoting ’Trade,” trusting for profit to the payment for 
insertions only. The increase in the number and influence of the 
newspapers improved their value as means of adverti.sing. The 
advertisements lacked the atfractive qualities of the modern type, 
but related to a wide range of subjects and interests. By the middle 
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of eight horse-loads at a time under the charge of two men. A load 
consisted of two three-bushel sacks of oats. The trip required a long 
day. A like system of horse-pack carriers was used by the StalTord- 
shire potteries to distribute their products and to bring fuel. The 
Manchester men employed horse-pack trains in their own charge or 
in that of their agents. The petty chapmen and travelling merchants 
were carriers as well as tradesmen. 

The effect of improvements in transport facilities was to call 
forth a specialized class of carriers, to reduce the costs of carriage, 
make possible larger loads, increase the speed of transit, and add to 
the safety, comfort, and convenience of travel and traffic. It also 
broke down the local prejudices and customs, travel became less an 
adventure among unknown peoples, news travelled more quickly, 
England became more metropolitan, sensitive, united. 

Carriage by wagon and cart increased as the roads were improved. 
VV^agoners brought wool and cloth to London by regular time-schedules 
in 1706 and this was spoken of as a ‘‘wonted” practice. In 1745 
many farmers and others kept teams and carriages for hire to others 
to bring corn, meal, and malt to London, and carry back coal, gro- 
ceries, wine, salt, iron, cheese, and other heavy goods for the shop- 
keepers and tradesmen of the country. It was said that there were 
in London in 1770 a hundred and fifty inns at least for the reception 
of such commodities and provisions as were brought thither by land 
in wagons out of the country, and that these returned at stated times 
with London commodities. 

A kind of stage-coach was introduced into London in 1608. This 
hackney-coach soon acquired a “general and promiscuous use” in the 
city and spread into the country. By 1685 there had become estab- 
lished a system of stage-coach service between London and important 
termini scattered over England, and even Edinburgh. Schedules of 
times and rates were published. Many private parties took up the 
occupation of common carrier; they owned stagc-coaches of their own, 
had regular places and times of departure and arrival, and sought 
public patronage by advertising. The “Stage-coachmen upon the 
grand roads of England” were derived from and fostered by other 
trades, such as the innholders, the coach and harness makers, and 
die licensed coachmen of London. The rise of the stage-coach was 
opposed by a large part of the people on the grounds that it would 
destroy the breed of good horses, destroy good horsemanship, lessen 
the king’s revenues, etc.; but it becarhe the most common means of 
tiavcl in the eighteenth century. 
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sufficirnry were supplanted by commercial unity. The nation became 
metropolitan. The business men of the cities conti oiled the pulse 
of a trade that ilowed to and from all parts of the kingdom. 

78. METHODS OF MARKETING ABROAD* 

Five methods of m.iiketing abroad were devised by the merchant • 
(a) travelling merchant, (/>) su])ercargo, (c) factor, (d) foieu^n resident 
commission house, and (c) branch house. This is roughly thehistori 
cal order by which tlu'y rose to importance. 

Suf^crairi^,}. — d'he earliest merchants either were iai)tains and 
mast(Ts of ships or were mert hants who atconijianied their goods, llu' 
cargo of another’s ships. As such they attende<l and di<l tln'ir own 
bluing and selling abroad. 'Fhe ditTerentiation of the men haul 
fuiulion and the ship-master furution, and, further, the ship-owmer 
fniKtion was in proiess during the se\'i‘nteenth and eighliauith cen- 
turies So long as the prac tice was for the merchants to ai ( ompanv 
their laigoes very strait limitations w'ere thus j)ut to the volume of 
biisiiK'ss that (ouM be done, few voyages could be made in a yeai , 
foreign (onneclions had to be made each time, few markets could 
be Ksuhed, bu‘ i 'css abroad w'as spasmodic; business at home was 
interiupted by their going away; and so foith. By reason of sin h 
.aconveniences a recourse was had to the supercargo. 

“Supercargo’’ is detined as an agent “conl'mcd to the sale of goods 
under direction on some voyage, and it may be the pun base of others, 
in conformity with the orders his employer may give him.’’ d'he 
merchant prepared and shipped the cargo in his own or another’s 
ship and sent a suj)er(argo to conduct the sales abroad, the return 
cargo was bought, prejiared, shipjicii, and aciompanied by the sigxr 
cargo. This system of agem y was necessitated in the period before 
international bills and mathinery of exchange had been instituted 
between the countries trading. 

Factor . — A fai tor is a merchant’s agent, residing abroad, consti- 
tuted by letter of attorney, to transact the business of purchasing, 
selling, transporting, and exchanging, that shall be committed to his 
care by his princit)al. 

The chief functions of the factor were statccl in the definition of the 
term: he cared for the commercial interests of his [irincipal in the 
port w’here he resided. The sale of the cargoes consigned to him and 

‘.Adapted by permission from R. B. Wcsterfield, "Midillcmen in English 
Business,” Transactions of the Conhecticut Academy of Ails and Sciences, XIX, 
351-61. (Yale University Press, 1915.) 
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the purchase of return cargoes were his prime business; but scarcely 
less important were the accessory business of insurance, exchange, 
packing and lading, paying customs, etc., collecting debts due his 
principal, securing and maintaining the favor of foreign princes and 
mercantile houses, and the various other business attendant upon 
foreign negotiation. A factor w'as free to serve several merchants, 
princii)als simultaneously, in which case the risk of his actions was 
joint. By means of factors the merchants were enabled to negotiate 
with the whole world without leaving their stores or accounts; by 
correspondence they learned the relative dearth and abundance of 
goods in its different parts, and by correspondence the principal 
directed a consignment of goods from one of his factors to another. 
The settled residence of the factor in the section in which he operated 
was a distinct advantage over the supercargo system; he had opportu- 
nity for furthering his principal’s interests without interruption; his 
residence gave him credit and clientele as well as better insight into 
the needs of the {)e()ple and methods of dealing with them, and in 
many places he was able to effect political changes in his district 
highly beneficial to his business. 

Commission house . — The line of demarcation between factor and 
commission house cannot be absolutely drawn, because a commission 
merchant is a factor. A commission house buys and sells in foreign 
trade, in its own name, for a number of principals a variety of goods, 
on commission. It receives the goods by consignment from a mer- 
chant or manufacturer. It is entrusted with the possessions, control, 
management, and disposal of the goods sold. It does business in its 
own name but on the account and at the risk of the principal. 

These houses are houses of reputation, capital and credit. They 
allow the consignor to draw on them for a large per cent of the value 
of the goods consigned, immediately upon receipt. Such advances 
require large capital on the part of the consignee. They store the 
goods, sell them in their own name, and guarantee payments of the 
accounts to the consignor. They carry out the shipping details, 
caring for lading, shipping, insurance, commercial papers, etc. They 
also buy goods upon order from foreign houses, and finance and ship 
the order, collecting their outlay from the consignee. Their profits 
arise from the commission paid, interest on their outlay, insurance, 
profits, etc. 

Branch house . — A merchant firm may conduct other houses of 
like kind abroad and use these as means of carrying on their foreign 
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‘.Adapted by permission from R. B. Wcsterfield, "Midillcmen in English 
Business,” Transactions of the Conhecticut Academy of Ails and Sciences, XIX, 
351-61. (Yale University Press, 1915.) 
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In the gild the members really constituted a species of benefit 
society, whereas marine insurance was conducted by persons who 
had no special connection, outside that transaction, with those 
assured. 

It is difficult to determine how early this species of transaction 
began. It may have been a development of the foenus nauticum of 
the later Roman Empire; or, on the other hand, the loan on bottomry 
may have been called into existence independently to meet the 
exigencies of the case. A loan on bottomry inverts the modern 
practice in marine insurance. The assured or borrower obtained the 
advance of a specified amount of capital, on condition that he should 
repay it, together with a premium on the return of his ship — the ship 
itself being the security. If the vessel were lost, there was no obliga- 
tion to make good the sum lent. During the Middle Ages the position 
of the church with regard to usury made this form of investment a 
favorite one for persons who had capital at their disposal and who did 
not wish to undertake the trouble of management in a partnership. 

It would seem that at first marine insurance was conducted as a 
part of a general financial business, cither by a body of merchants, 
such as those of the Steelyard, or by the goldsmiths. It was not until 
the eve of the South Sea period that joint-stock marine insurance, 
as far as is known, came into existence. Although marine insurance, 
on a non-mutual basis, was earlier, it was the last of the three groups 
to be (leveloj)ed by means of joint-stock companies. 

After marine insurance came some form of provision against 
certain adverse life-contingencies. It is stated by Francis that persons 
who intended to make pilgrimages to distant countries were in the 
habit of elTccting a bargain before they started by which in considera- 
tion of a certain j)ayment, the assurer agreed to provide a ransom for 
the assured, in the event of tlie latter being taken captive. Similar 
arrangements were made by merchants who went on tradmg voyages. 
Or again, the contract might be of a different nature, when the 
traveller would deposit a sum of money on the understanding that, 
should he return to claim it, he was to receive a large addition to his 
deposit; if he failed to arrive home, the assurer retained the amount 
lodged with him. 

There remains one species of insurance as yet undealt with, namely 
the provision against loss in the case of fire. It seems that, for several 
centuries after the dissolution of the gilds, there was no organization to 
carry on this class of business. ProposaLls for establishing fire insur- 
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ance were made in 1635 and 1638; but, though as early as 1591 the 
system was in operation at Hamburg, it was not until after the Great 
Fire of London that otlkcs began to come into existence in England. 
The earliest undertaking that can be traced is that established in 
1667 by Dr. Nicholas Barbon, a prominent building speculator and 
tlie author of .1 Discourse oj Trade (1690). ddds oITilc was at first 
knoun as “Barbon’s’’ and it continued in lUi bun’s hands till 1680 
when it was transferred to a comjiany, and it ^\as then desciibed as 
The Insurance Office at the Backside oj {he Royal Exchange. 

Up to 1700 fire insurance had been confined to [irovision for losses 
on buildings, and in that year Charles ]\)\ey first founded ofl'n es to 
insure against losses of goods and merchandize. One of these was for 
London and the other for the country. Both were eventually trans- 
ten ed to the Company of London Insurers^ which became known as 
ilie Sun Fire Office. 

riie period of excitement at the time of the South Sea Bubble was 
maiked in London by many insurance jirojiosals. Some weie intended 
lo rival the existing fire, life, and marine undertakings, while others 
hraiu lied out in new diiections. Amidst schemes that were ( himerical 
iheie \Nere some that anticipated de\elopmcntj realized later, sin h 
,1-' burglar) insurance, the insurance of debts and of li\e slrick. 

See aho 191. Some Functions and Effects of Insurance. 

So. THE RISE OF FINANCIAL MIDDLEMEN IN ENGLAND' 

Now, in a general manner, may be pre.sented the rise in th(‘ volume 
of capital handled in commercial transactions, the rise of a specialized 
class of tinancial middlemen, and the rise of modern busiiu'ss methods 
with rc.spect to commercial [lajier. The cajutalistic quality so 
permeates the middlemen’s business that some attention to this phase 
is required in a treatment of their work. The most characteristic 
thing of modern industrial and commercial life is the dominant impor- 
tance of capital and credit. Quite the oiiposite fact characterized 
the mediaeval market system. A momentous transition in the nature 
of commercial and manufacturing activity was in progress in the two 
centuries preceding the Industrial Revolution in which event the 
capitalistic regime was established. 

‘Adapted by pcrmibsif)n from R. B. Wcsterficld, “Middlemen in English 
Business,” Transactions of the OonnecttciU Academy of Arts and Sciemes, XfX, 
369-82. (Yale University Press, 1915.) 
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With minor exceptions the great system of modern credit in the 
business life of the English people arose in the century before 1760. 
International exchange, book-credit, promissory notes, and a few 
other representatives of credit had a meager use before 1650, but the 
real age of credit was inducted by the goldsmith banker during the 
Civil War and the Puritan regime. 

Book-credit was the simj)]est, earliest, and most general form of 
credit. Nearly every seller was likely to grant credit of this kind 
occasionally or customarily to buyers. Traders bought on time rather 
than borrow money directly at interest; in fact the two practices 
were alike, except that book-credit usually drew a higher but implicit 
rate of interest, double or more. Shopkeepers and larger tradesmen 
and merchants carried running accounts with one another and with 
their customers. The clothier was a considerable giver and taker 
of this sort of credit. 

Loans attested by promissory notes were facilitated in two 
respects about 1700. Greater security was provided by the intro- 
duction of fire-insurance. It at once became the practice to refuse 
to lend money upon houses unless they were first insured; by 1723 
it was said that not one in a hundred would lend otherwise. A means 
of greater security was also procured by the initiation of a system of 
public registry of deeds, mortgages, and conveyances. The country 
gentlemen had sulTered many inconveniences and abuses in borrowing 
money on their land's security. The passage of this law gave a legal 
standing to a registered mortgage which made it sound collateral for 
loans. 

Banking was inaugurated by the goldsmiths. They had long 
done a pawnshop business in connection with their smith work. 
About 1645 ^hey became buyers and exporters of bullion. During 
this period of insecurity due to the civil wars the merchants deposited 
their cash and plate with the goldsmiths for safekeeping. By an 
inducement of four pence a day interest paid on deposits they soon 
acquired large holdings, and set up “running cashes,” making loans 
to merchants and others for weeks and months and trusting “some to 
come as fast as others were paid away.” By discounting merchants' 
bills of exchange at high interest they made a considerable profit. 
They loaned to Cromwell and Charles II; loaned on pawns and bot- 
tomry; loaned on “notorious Contracts, or upon personal Securities 
from Heirs whose Estates” were “in expectancy”; the rates in these 
cases were exorbitant. 
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In 1677 the list of all the goldsmiths keeping “running cashes” 
numbered forty-four. From this time to i6qo there was a progressive 
dilTcrentiation ])Ctween banking, pawn-broking and goldsmithing. 
Francis Child, “the Father of the Profession,” was the first to devote 
himself exclusively to banking. 

It seems that the fundamental purpose or function of banks was 
the transfer of ownership of money by the assignation of de{)Osits, 
“without the danger and trouble of keeping, carrying, or telling it.” 
The original of this was likely the use of safety dejiosit vaults as 
depositories for valuables, d'he goldsmiths performed both these 
services. They received on (lej)osit gold and silver plate and coin, 
as w'cll as government tallies, and gave the dejiositors book-credits 
aiul -notes. The earliest knowm record of a goldsmith’s note issued for 
an amount of money deposited with him dated from 1667. These 
were the original of the modern bank-note. The principle of the 
check and check-system was also devised at this lime by the gold- 
smiths 

Throughout the latter half of the seventeenth century there wnis 
a growing demand for a commercial bank as an aid to merchants. 
It ai)pears that the mcidiants resorted to the goldsmiths with reluc- 
tance; but the dis|)atch of trade forced them,*in spite of extensive 
losses, to use goldsmiths’ notes. 

In 1676 there was formulated a plan for a “Bank of Credit” and 
proposed to the Mayor, Aldermen, and Common Council of London 
After scN’C'ial examinations it was undertaken as a project “highly 
conducing to the general good.” It i)rovided for a subscription to a 
fund under the care and management of trustees chosen by the 
subscribers, and “many Considerable and Wealthy Inhabitants” 
subscribed a “ Fund more Substantial than any Bank abroad.” Sub- 
scriptions w-ere paid in kind, c.g., tin, lead, co[)per, iron, raw silk, 
wool, cotton, etc. These wares were put in warehouses providerl 
for the purpose, for one year, and substitutions of other goods were 
allowed during the year. Credit w’as allowed on such deposits up to 
two-thirds or three-fourths of their market value, depending on the 
durability of the goods and the stability of price. The “bank” 
failed in 1683. 

It was also frecjuent for merchants about 1670 to enter into 
partnerships among themselves and give joint bonds for security to all 
persons who olTered to deposit money with them. With these 
deposits they ventured in aB sorts of undertakings. The above-cited 
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[citation omitted] Thompson, for example, dealt in wine and silk, was 
an interloper in the India trade, traded to Russia, and ventured in 
mines, Irish manufactures, and international exchange. This firm 
failed in 1675. The business world had learned a lesson. The charter 
of the Bank of England prohibited it from trading directly or 
indirectly. 

The Bank of England was founded in 1694 primarily as a revenue 
measure to sustain the government of the Revolution in its foreign 
wars. The Bank at once became “the very heart of the economic 
life of the country,” and performed invaluable functions with com- 
merce. 

The Bank added to the available capital of the country and gave 
wider opportunity for trading on borrowed capital. In conjunction 
with the reform of the currency in 1696 it corrected the disadvan- 
tageous rate of foreign exchange. But it did not perform as many 
functions as commercial banks might and many extensions of service 
were suggested, such as advances to importers to pay duties, loans 
on landed security, etc. By the middle of the eighteenth century, 
however, it was agreed that the methods of business employed by the 
Bank of England were more satisfactory to the commercial world 
than those of any foreign country. 

Banking institutions extended themselves very little in the first 
half of the eighteenth century. The following numbers of banks 
existed: in 1677, 44; 1738,21; 1754,18; 1763,23; 1736,21; 1740, 
28 ; 1759,24; the fluctuations were caused by failures, amalgamations, 
and foundations. 

See also 53. Mediaeval Currency. 

128. Various Services of Banks. 

81. THE EXCHANGE IN ENGLAND* 

Exchange, as Bourse: (a) A place where merchants, bankers, 
brokers, etc., assemble at certain hours for the transaction of business; 
and {b) the assemblage itself. In both senses the word is commonly 
contracted into ’Change. 

“The last yere, I shewyed your goode lordeshipe a platte, that 
was drawen howte for to make a goodely Bursse in Lombert strette 
for marchaunts to repayer unto. I doo suppose yt wyll coste ii. M. li 

* Taken by [)erniission from George Clare, “Exchange, as Bourse,” in Palgrave's 
Dictionary of Political Economy, I, 767-68. (Macmillan & Co., Ltd., 1910.) 
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(£2000) and more, wyche shalbe very beautyfull to the citti, and 
allsoo for the honor of our soverayngne lord the Kyngc.” Thus 
wrote Lord Mayor Sir Richard Gresham in 1538 to Cromwell, the 
lord privy seal. He had recently seen and admired the new Burse 
at Antwerp, and was anxious that London merchants whose custom 
it was to congregate twice a day in the o])en air at Lombard street, 
should be provided with a similar house, or covered walk, to shelter 
them from the inclemency of the weather. But powerfully as he 
advocated the scheme, it did not find favor. Owners of jiroperty 
were difficult to treat with; and, as the merchants themselves ap])car 
to have been completely indilTerent, the plan was sulTered to fall 
through. After the laj)se of a quarter of a century, it was however 
again brought forward by his public-spirited son, Sir Thomas (iresham. 
On the death of his only child in 1564, .Sir I'liomas api)ears to have 
conceived the idea of making his country his principal hc“ir: he 
munificently olTered, provided the city would furnish a suitable site, 
to erect the building at his own expense. His fellow-citi/ens grate- 
fully accejitcd the olfer, they raised a sufficient sum by subsi rij)tic)n, 
purchased the piece of land cm which the Royal Kxchange now stands, 
and conveyed it over to him. By the end of 1568, merchants were 
able to hold their meetings within the building. It consisted of a 
quadrangular arcade, enclosing an open court, and bore a general 
resemblance to the Burse at Antwerp, which had suggested the plan. 
After com[)lction, it was inspected and formally opened (January 23, 
1571) by Queen Elizabeth, who “caused the same Burse by an 
herraldc and a trompet to be proclaimed the Royal Exchange, and 
so to be called from thenceforth, and not otherwise." Gresham had 
ordained in his will that on the death of his wife, who was to enjoy 
the rents during her lifetime, the Royal Kxchange should be vested 
in the hands of the Corjmration of the City of London and of the 
Mercers’ Company, conjointly, and to them it in due time reverted. 
Exactly 100 years after the laying of the foundation stone, the build- 
ing was swept away in the great fire of 1666, and its successor, the 
second exchange, was also destroyed by fire in 1838. The present 
structure dates from 1844. 

To the inquiring foreigner or stranger who nowadays visits the 
Royal Exchange, as many do, in the expectation of finding there the 
very heart and focus of the business of London, the silence and the 
deserted ajipearance of its interior are a constant source of wonder- 
ment, for, with the exceptiori of a short interval in the afternoon, when 
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it is resorted to by dealers in some of the minor branches of com- 
merce (paper, oil, drugs, etc.) and of an hour or so on Tuesdays and 
Thursdays, when foreign bills are dealt in, it appears to the observer 
to be entirely given over to loungers. As a matter of fact it has to a 
great extent outlived its object. In the time of Gresham, and for 
many years afterwards, the space afforded by the quadrangle and 
ambulatory was doubtless amply sufficient for all requirements, but 
today the building would hardly give standing room to a tithe of those 
who every day come together in the city to discuss and transact 
affairs; long ago it became apparent, as the throng grew more and 
more dense, either that the exchange must be greatly enlarged, or that 
some of those who frequented it must foregather elsewhere. One 
after another, accordingly, the larger and wealthier sections of traders 
forsook the parent assembly and built homes for themselves in more 
convenient localities. The dealers in stocks and shares, the produce 
merchants, shipowners, insurance underwriters, coal-, metal-, corn-, 
hop-, wool-traders, and others, now possess their own separate 
exchanges. There is, however, one small but important group which 
still transacts business in the old parent centre, and which the mind 
more ])articularly associates with the word “ ’Change. ” On Tuesdays 
and Thursdays, immediately after luncheon time, the principals of 
the great merchant-banking houses, and of the foreign and Anglo- 
foreign joint-stock banks, collect at the eastern end of the courtyard 
to discuss matters of common interest and to deal in foreign bills. 
The attendance is never very large — not more, perhaps, including the 
brokers, than five or six score; but it comprises members of firms 
whose names are ‘‘household words” on every bourse throughout the 
world, and is eminently representative of the financial side of 
England’s Weithandel. Hubbub and excitement, apparently neces- 
sary concomitants of the dealings in other commercial assemblies, are 
here entirely absent; the negotiations are conducted in a quiet under- 
tone, and with an air of nonchalance which might almost lead the 
onlooker to believe that the chief object of the meeting is conversation 
and that business is quite a secondary consideration. 


See also gj. Produce Exchanges. 

98. The Cotton Exchange of New Orleans. 

99. Stock Exchanges. 



THE COMING IN OF CAPITALISM 


213 


E. The Industrial Revolution the Current Phase of Capitalism 

82. THE CHANGES WROUGHT BY THE REVOLUTION' 

At the close of tlie eighteenth, and the opening of the nineteenth, 
century a change, or rather a series of changes, passed over the 
agricultural and manufacturing industry of England, which has been 
aptly described by tlie name of the “Industrial Revolution.” 'Fhc 
changes which then took place were of considerable magnitude, and 
the conditions of industry, both in manufactures and in agriculture, 
may without any great extravagance be said to have been revolution- 
ized. Until this time the general character of industry in England 
presented broadly the same features as those which it had exhibited 
during the greater part of the Middle Ages; and from that time the 
commencement of our modern system of industry dates. Agricul- 
ture in England and manufactures alike were then generally prose- 
cuted on what we should term primitive and unsystematic methods. 
Men were raising complaints that half of the land of the country was 
waste. The size of the farms was small and the method of cultiva- 
tion unscientific. In many parts of the country there were still oj)en 
unincloscd fields; in nearly all there was an abs^ice of any proper 
system of rotation of crops and of turnips and artificial grasses 
Quarrels were continually arising about the rights of pasture on the 
common meadows, and about the boundaries of the many scatteierl 
minute jiarccls of land of which an individual holding was made up. 

Nor was the {)osition or character of manufacturing industry 
dilTcrent. It was carried on, with few exceptions, by craftsmen 
working with their own hands in their own homes, although even 
then there were exceptions, for some capitalistic employers existed, 
and some factories had been built by the middle of the eighteenth 
century. The mechanical appliances and tools which the craftsmen 
used w^ere generally of a simple and rude description, and the number 
of persons working under their direction w^as small. The apprentices, 
limited in number and term of service, and the journeymen, with their 
wages fixed, in theory if not in j)ractice, by the magistrates, lived in 
the house and ate at the table of the master-craftsman. Emjiloy- 
ment, such as it was, was regular; fashions varied slowly and slightly, 
and men produced in the main, though not exclusively, for a market 
which w^as close at hand. They were intimately acquainted with 

'Taken by permission from L.^L. Price, “The Industrial Revolution,” in 
Palgrave’s Dictionary of Political Economy, II, 399-401. (Macmillan & Co., Ltd., 
1910.) 
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the conditions of that market, and the state of the roads was such 
that intercourse and trade with di^^tant towns wcrercndeicd difficult. 
The workman who ventured to move from one town to another was 
not merely liable to be sent back to his original abode under the 
law of settlement, stigmatized by Adam Smith as an “evident \ioLi- 
tion of natural liberty and justice,'^ for fear that he might eventually 
come upon the rates in his new dwelling-place, but he might also be 
excluded from employment by the restrictive privileges of some 
exclusive trade corporation, which were, in Adam Smith’s words, a 
“plain violation” of that “most sacred and inviolable projicrty which 
every man has in his owm labor.” The goods w'hich the craftsmen 
made were often taken to the halls of the dilTerent corporations to 
be stamped as genuine. The woollen industry w\as now, as it had 
been for a long time previously, the staple industry of the country, 
and was carried on at Norw'ich, and in the w'est of England, and the 
West Riding of Yorkshire. The iron industry, which w’as prose- 
cuted in Sussex, where the iron w\as still smelted by charcoal in small 
furnaces blown by leathern bellows w'orked by oxen, was said to be 
gradually dying out; and the cotton industry was so insignificant 
as to be mentione^l but incidentally by Adam Smith, who lived on the 
very eve of the Industrial Revolution, and himself, perliaps, assisted 
in alTording a shelter wdthin the walls of Glasgow University to James 
Walt, the inventor of the steam engine, seeking protection from the 
exclusive tyranny of the local corporation of hammermen, who had 
refused to allow him to practice his trade. Adam Smith declared tliat 
there had been only three inventions of note in the cotton industry 
for the space of three centuries. Banking was as yet in its infancy, 
and the Bank of England did not issue notes of a lower denomination 
than £20. The external commerce of the country w'as hampered 
by a number of vexatious restrictions, and duties on imports and 
bounties on exports abounded, wdiile the colonies were regarded as 
a field for Uie commercial monopoly of tlie mother country. 

Such was the general condition of affairs before the changes 
which introduced tlie modem industrial system. These changes 
were bewildering in their magnitude, and, to some extent also, in the 
rapidity with which they were effected. 

Agriculture underwent a transformation, the chief part of which, 
however, seems to have been accomplished in the earlier half or two- 
thirds of the eightecntli century. Large farms began to take the 
place of small farms. The inclosure of the open field was activelv 
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prosecuted, and sometimes injustice was done to the rights of the 
smaller commoners. Scientific cultivation substituted, in a more 
or less considerable degree, in dilTerent parts of the country, for primi- 
tive methods. Bakcwcll improved the breed of cattle. Townshend - 
Turnip Townshend” as he was nicknamed— introduced the culti- 
vation of turnips. Coke at a later time devised an improved system 
of rotation of crops. 

But in manufacturing industry the changes were more revolu- 
tionary, and they occurred in the latter part of the century. Four 
great inventions were made in tlie cotton industry— tliat of the 
spinning-jenny by Hargreaves; that of the water frame by Ark- 
wTight; tliat of the mule by Crompton; and, the most considerable 
and important, in its consefiuences to the old handicraft occupations, 
of all, that of the power-loom by Cartwright. This last invention 
dealt a fatal blow to the fortunes of the old hand-loom weavers, and 
their distress has furnished a stock illustration of the temj>orary misery 
which may be occasioned by tlie introduction of machinery, at any 
rate to those woikmen the labor of whose hands it supersedes. But 
other industries besides that of the manufacture of cotton were 
affected by the changes of the times. The smelling of iron by coal was 
introduced by Roebuck and the decaying iron industry revived, and 
abandoned the charcoal forests of Sussex for the coal scams of the 
north and the middlclands. Canals, such as the Grand Trunk con- 
necting the Trent with the Mer-sey, and the Grand Junction which 
afforded the means of communication between London and tlie chief 
towns of the Midlands, were constructed under tlie direction of 
the inventive genius of Brindley, and the roads of the country were 
improved under that of Telford. Mills were erected on the banks of 
rivers in order that use might be made of the water-power which was 
there available to drive the new machinery, and then came the most 
wonderful and important discovery of all — that of the steam engine, 
to be followed in its turn by the railway. 

All these changes gave a great stimulus to the production of wealth 
and the growth of population. They kindled a spirit of eager and 
restless enterprise, which was sometimes inclined to be reckless of 
injury occasioned to human life and health, and to give little con- 
sideration to the wrench to human affections which was not infre- 
quently the consequence, direct or indirect, of the changes. For 
trade passed from quiet villages to noisy towns; from the home of the 
handicraftsman to the factory of the employer; from the master who 
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lived together with his apprentices and journeymen, and was in 
general “so joined together” with them in “sentiment and love 
tliat tliey did not wish to be separated if they could help it,” to the 
employer who had hundreds of “hands” working under him, whose 
very faces he might not himself know. Division and subdivision of 
labor, organization, and localization of industry were carried out on a 
scale and to an extent unknown before. ]\f aster-merchants and 
wholesale dealers arose. Manufacturers began to produce for distant 
and fluctuati]]g markets, and to crowd into, and dismiss from, their 
factories, as tlie changing demands of varying trade required, multi- 
tudes of men, women, and children. There seems to be reason for 
believing that something like a regular system of transporting children 
from London to the new manufacturing districts of the country was 
in operation; and there is unfortunately no doubt that the greed 
of parents joined with the eagerness of employers to increase the 
number and intensify tlie labor of the young apprentices in the fac- 
tories. Population was stimulated by the lax administration of the 
poor law and by the numerous chances of earning a livelihood which 
presented themselves, and was, so to say, torn up by tlie roots from 
its old abodes, while the industrial world was i)ervadcd by restless 
movement. The workmen were foi bidden by law to combine with a 
view to the regulation of trade, but under the guise of friendly societies 
they formed themselves into trade unions, and attempted in certain 
trades to restore the old system, by which (he number of apprentices 
was limited and the magistrates determined the rates of wages. They 
failed ultimately in this endeavor, but they did not cease to main- 
tain, under circumstances of difTiculty, their unions; and the state, by 
its Factory Acts, j)laccd restrictions of increasing rigor and com- 
prehensiveness on the employment of women and children. The 
Industrial Revolution was undoubtedly a time of great distress, which 
may have been increased by the Corn Laws, preventing the importa- 
tion of food from abroad to make up for the scarcity occasioned by 
bad harvests at home, and by the depression of trade whicli followed 
the close of the great war. The financial demands of the war com- 
bined with the opportunity afforded to England to supply the com- 
mercial wants of the Continental nations, in whose country, and by 
whose soldiers the war was chiefly prosecuted, to stimulate increased 
production; and the brilliant series of inventions which were made 
toward tlie close of tlie last century permitted the stimulus to be 
effective. The pressing need of the time seemed to be that of increased 
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[)r(xiuction; and the nation was less inclined to regard tliose })erma- 
nent interests, which might have been consulted by greater consideia- 
tiun for the health and the eduialion of tlie young, than to promote 
the obvious and immediate interests of the moment. 

83. THE CAUSES AND THE ACHIEVEMEM'S OE dllt: 

REVOIAj IION' 

ddic term “Industrial Revolution” was applied by 'hoN'iibee to the 
economic history of Ihigland between 17^0 and iS^o Neither begin^ 
ning nor end can be maiked as det'mitely as with some political levohi 
tions, but economic change during tlii'se yeais was suthc iently sudden 
and dramatic to Justify the u^e of the leim The old oidei had not 
really been stationai\, but change, as has beem seen, had beiai, for a 
century and a half, abnormally slowu It now aoiuiieil suddeady uii- 
piecedented momentmn. Again, whilst it is tun- t!)al tins momentum 
has gathered rather than lost forc'e since 1830, the close' of the levohi- 
tion nia\' be elated from that }'ear. Men had begun to realise the 
extent and diiectlon of the change w'hich had come upon Ixngland, 
and were shaping ide<'is and policies conformable to the new conditions 
of life. • 

The Industrial Revolution was the work of a meie handful of mc'ii, 
'ome ten or tweKe individuals rexolutionised, or creatc'd, c'ac h of a 
number of great industries. What these men had in common was a 
l^ower of sui\ eying economic problems in a cool and rational spirit, 01 
cutting themselves loose from the control of what had been done, and 
of the way in wTich it had been done. Viewed in this light the Indus- 
tiial Revolution falls into its [)roj)er ])lace in relat; an to the main 
stieam of cighteenth-centuiy history. It denotes the triumj)h of 
lationalism in the economic siihere. It need hardly be added that a 
[leculiar combination of circumstances was reciuiicd to enable a 
haindful of men to produce such enormems results in a jiarticular 
country and at a particular time. Events had been working for 
centuries to make pcjssible the Industrial Revolution in England, 
as they had also been working for centuries to make [lossiblc a [)oiitical 
revolution in France. 

In general, the feasibility of large-scale i)rcxlucti(m was the one 
thing which permitted a few individuals to alter the economic life of the 
nation. It gave to the cotton or iron king a greater direct authority. 

* Adapted by permission from IDO Meredith, Outlines of the Economic His- 
tory of England, pp. 231-42 (Sir Isaac Pitman & Sons, Ltd., 1908 ) 
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He controlled, as the result of it, a larger field. Indirectly the scale 
of his success advertised his methods proportionately and led to 
their more rapid spread among secondary imitators. The rush to 
open up new industries, the phenomenally rapid growth of manu- 
facturing and mining districts, were prophetic of later developments 
in the United States or on Australian gold fields. 

Hence in seeking the causes of tlie Industrial Revolution, we 
must ask what were the conditions which made possible the sudden 
growth of large-scale production at this particular period. These 
causes have been presented in outline already: (i) The decay of state 
regulation of industry, which left to the individual a freer hand in 
utilising capital and labour and marketing his products. (2) The 
growth, in all departments of thought, of rationalism. In the eco- 
nomic sphere progress in production had gradually ceased to depend 
primarily upon the imitative faculty, guided by the survival of the 
fittest among chance variations: it came now to depend primarily 
upon imagination, experiment, and reason. (3) Political events. 
The empire and prestige of England had oj)ened markets which 
promised to absorb any imaginable increase in the output of certain 
commodities. At the same time the security of the country from 
invasion and tire maintenance of order within its borders had per- 
mitted the investment habit to develop until men were ready to lay 
out money on capital which could easily be destroyed, which yielded 
its returns slowly, and which could not be removed or secreted. These 
conditions had been slowly ripening since the close of tlie seventeenth 
century, and meantime an initial process of experiment had been gone 
through leading up to the needful techniriiie of large-scale industry. 
The ground was thus prepared for the rise of the great staple industries 
of the nineteenth century— mining, metallurgy, textiles, ceramics. 
Men had been familiarised in London with the possibilities of banking 
credit and joint-stock enterprise. The first steps had been taken in 
the improvement of communications. 

The achievements of the Industrial Revolution, between 1760 and 
1830, may be summarised briefly as follows. The two considerable 
industries which existed in 1760, namely, agriculture and cloth, had 
changed much both in technique and structure, whilst several other 
industries, notably coal, cotton, iron, and ceramics, had risen to the 
first rank. Whilst manufactures of the domestic type had continued 
to expand, the influence of capitalism over them had increased, and 
whole brandies of important industries were now carried on in large- 
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scale establishments with expensive plants. Throughout tlie country, 
and between England and the rest of tlie world, exchange had grown 
swiftly, as particular centres and districts served wider and wider 
markets. Correspondingly tlie most important manufacturing in- 
dustries had been localised in districts especially well j)rovided with 
clay, ore, coal, or w'ater j)ower, whilst in agriculture also had occurred 
a marked increase of local specialisation. These changes had partly 
caused, partly been caused by, a general extension of banking fac ilities 
throughout the country, and the construction of two s}’stems of com- 
munication-roads and canals. The increase in productive pow’er, 
combijied with the breaking up of traditional arrangements, and in 
some degree also defects in poor law’ administration, had brought 
about rapid growth of population. The poj)ulation of England and 
Wales is suj)posed to ha\e reached 5,cx)0,ooo in i()oo and 6,500,000 in 
1750. At the census of 1H31 it w'as i3,Sc)0,ooo. Its centre of gravity 
had shifted fiom the south and eastern counties to the Midlands, 
Lancashire, and the West Riding, and a very considerable pait of the 
increased numbeis was packed densely in towns It was clear already 
that if the {)o[)ulation continued to increase, England would not be 
able to provide tae whole of the necessary food ^upply. She was 
already dependent on foreign countries for cotton and other important 
;aw' materials. Finally the changes which had occurred had shifted 
the conditions on which economic and social regulations depend. 
Much of the traditional system had been already destroyed, and the 
beginnings of new* methods could be seen. 

These changes had been accompanied by, and were in part at 
least responsible for, an incalculable cjuantity of human misery and 
degradation. The evil which inevitably attends any considerable 
change in the tcchnic|ue of [)roduction had been acientuated by 
irregularity in the course of change. During the whole seventy years 
there had been a rapid succession of enormous fluctuations, d'he 
difhculties of the period had been increased by faulty regulation of 
banking and by the uncertainties of w’ar. In spite of much general 
benevolence there was a growing distrust of interference by the state 
in economic matters, a distrust which, however indefensible in tlieory, 
was partly justified by the practical defects of existing j)olitical 
machinery. I'he rapid growth of towns was bringing with it evils 
which had long resisted remedy in London, but which now first began 
to affect a large proportion of the total population. Employment 
in mines and factories, together with the use of machinery, gave birth 
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to problems for whose understanding and treatment no background 
of experience existed. Finally the accidental coincidence in time 
between the Industrial Revolution and the most serious strain of war 
to which the nation had ever been subjected, intensified all otlier 
evils. It drew men’s attention into other channels: it made them 
ready to acquiesce in any evils which could be represented as incidental 
to increased productive power: it increased the pressure of taxation 
upon men whose earnings were already close to, if not below, the level 
necessary to efficiency. 

If we glance now for a moment at the history of the succeeding 
period, 1830-1900, we notice first a continuance of the economic 
reorganisation, whose earlier stages have been traced above. There 
is growth of large-scale production together with distribution of the 
product from local centres over wider and wider areas; growth of 
transport and credit facilities; increased dependence upon other 
I)arts of the world for food and raw materials; continued growth of 
population in manufacturing districts, and especially in commercial 
and manufacturing towns. On the other hand, the problems of social 
organisation which were generated, or thrown into relief, by the 
Industrial Revolution have absorbed more and more attention. 
Starting with a grave distrust of the power of the state to interfere 
with advantage, the nation gradually reconstructs its political 
machinery, and swings round to something like confidence in its 
power to formulate and carry out deliberate schemes for good. To 
a period which may be called a period of laisscz faire -roughly 1830- 
1870— succeeds a period which has been called collectivist. 

The superficial facts of the Industrial Revolution have been often 
described. They may be resumed brietly under two heads: First, 
there are tlie changes in the technique of production, the use of new 
mechanical devices and scientific processes either to attain ends 
which had previously been attained more expensively and clumsily, 
or to produce what before could not be produced at all. The indus- 
tries chiefly alTected were agriculture, textiles, coal, iron and steel, 
and mechanical and civil engineering. 

Secondly, attention must be directed to structural alterations 
in the economy of the country. In the industries whose technique 
had been revolutionised, the old organisation was no longer suitable. 
Important shifts in the distribution of economic functions took place, 
the most obvious being the tendency towards enlargement in the 
productive unit, which resulted from the increased importance of 
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fixed capital. Structural change, however, was by no means confined 
to the industries whose technique had undergone extensive alteration. 
The increased facilities for transport affected almost every class of 
producers by extending at once the range of the market which they 
could supply, and of the competition which it was necessary for them 
to face. The result was a quite general increase in i)rodiiction for 
exchange and a narrowing of the number of distinct tasks to which an 
individual could profitably ai)ply his labour. Further, this incrca.se 
of exchange led to the growth of intermediary cla.sscs of agents and 
traders - j)articularly ini])ortant being the rise of banking, the develoj)- 
ment of produce niaikets, and of retail trade. 

84 SIGNIITCANCE OF THE INDUSTRIAL REVOLU'riON* 

Our historical sketch lecjuires for its com])letion a study of thai 
later aspect of social development which we so often and so strangel\ 
call the “Industrial Revolution.” This movement has done far moie 
than shower upon us a series of “great inventions” or bless mankiixl 
with a new technique. Appearing gradually and woiking inditec tl \ . 
as well as directly, it hasalTec ted our whole woild qf thought, of ac tio 1, 
and of institutions; it has modified our economics, our jKdilic^, out 
ethics, and even our religion, it has changed in nature, number, and 
form our baflling ])roblems; it has written itself large in our culture 
In view of its many-sidedness and the gradual way in which it lia^ 
elTectcd and is still elTccting its changes, it .seems amiss either to call n 
“industrial “ or to refer to it as a “revolution.” 

VVe look in vain for its beginnings. VVe know that early mcfli 
aevalism could have given us nothing which, even erroneously, could 
be called an “industrial revolution.” Before it could appear the 
mediaeval scheme of values had to be transformed. Desires for 
earthly things had to be freed from their unethical taint, a wholesome 
respect for tlie world had to be built up; man had to acejuire greater 
revel ence for his own {)owers and functions; peojile had to learn to 
conform to the things of this world if they would transform it. This 
change in the attitude toward life and its problems was intimately 
associated with several other lines of development. There ai)pearcd 
a new interest in nature as nature, a new philo.soi)hy, a new mathe- 
matics, and a new physics. These laid the foundation of the new 

’ Taken by permission from JV. H. Hamilton, Current Economic Problems, 
PP- 3^>*37 University of Chicago Press, 1915.) 
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technique. Many discoveries of new lands were made, adding tre- 
mendous resources calling for utilization. There was brought to 
hmrope gold alike serviceable for the furtherance of the new money 
economy and the more rapid accumulation of capital . Colonial 
\'entiires led to an extension of the market and a great increase in the 
size of the industrial unit. This necessitated a reorganization of the 
“factory” and a more extensiv^c use of the principle of the division of 
labor. The last produced a minute specialization which both served 
to create an incentive for the invention of new machines and furnished 
an o[)portunity for their use. Together with accumulated capital and 
the necessary scientific knowledge this new organization led to the new 
technique. Even this is not the whole story; for in England the 
movement was hastened by conditions peculiar to the country. The 
indented coastline, by cheapening transjiortation and enlarging 
the market, must have been a factor of prominence. It has been 
suggested, too, that an institution, seemingly as extraneous as primo- 
geniture, played its part by forcing into mercantile pursuits those 
whose veins contained the adventurous blood of nobility. 

The course of the “revolution” has been as comprehensive as its 
antecedents. The Hianges in technique are most clearly appreciated. 
Even here the tendency toward a “machine-])rocess ” embracing a 
large part of the industrial system is generally overlooked as is also 
the seemingly antagonistic fact that up to the present the conquest 
of the older system by the machine has been partial and incomplete. 
On the economic side, the increasing importance of ca])ital, the rise 
of the “factory system,” the disappearance of “domestic industry,” 
the trend toward large-scale production, the separation of the laborer 
from the “ tools of his trade,” and increasing class ditlerentiation based 
upon differences in industrial functions are most clearly seen. Th.ese 
aspects of the movement raise the questions of artificially controlling 
the tendencies inherent in the development of tlie machine-system, 
the determination of the size of the industrial entity, the social control 
of large aggregates of wealth such as railroads and capitalistic monopo- 
lies, the elimination of economic insecurity which alike attends labor 
and capital, the equities of the distribution of wealth, and the urban 
enigmas of overcrowding, housing, sanitation, vice, and poverty. 
They reveal, too, just over the horizon the more ominous questions 
of property, inheritance, and the reconstruction of industrial society. 

The questions reveal but a single aspect of the influence of tlie 
Industrial Revolution. Political, ethical, religious, and social ques- 
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tions have all been involved in the general transformation of life 
and values. In many ca'^es they are inseparably connected with 
economic j)roblcms. For instance, wlien the machine took over 
the work of the home, the latter became a new institution. One 
\\riter insists that the home, and woman as well, for all that, has not 
\’et adapted herself to the new society We all complain that the 
machine-proce.ss” has entered our colleges, and that college instruc- 
tion is being “standaidi/ed” and college graduates “lagged.” We 
all, at least occasionally, complain of the inability of law and religion 
alike to adjust themselves to modern miJustrialism. And our friends 
in ethics tell us that the newer industrial life is elTecting startling 
changes in our standards uf social and individual ethics. 

And are we sure that we have reached the end of the “revolu- 
tion”? Mo^t likely we aie in a second stage of the j^rocess where 
problems are \astly different fiom those met in the first stage which 
occuj)ied the laigei part of the nineteenth (entuiy. Ferhaps theie 
will be a tldid stage unlike the second C'learly the end of the new 
technolog) is not as yet d'he technique In si intiodined has not as 
yet [iroduced Us full complement of social lesulls (Juile as impor- 
tant, the ncA technKiue is being i.ipidly extended o\ cr a widei and 
wider area, toiiaantly alTecling (he foituius of j)eople less and less 
adapted to it Its extension preserve's a frontier where machine 
culture is c onstantly pushing bat k a cix ili/at ion founded on a h ss ( oin 
plex techiiKiiie. The reaction upon our s).slem is fi aught with giaxe 
consccjucnces. 
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CHAPTER IV 

INDIVIDUAL EXCHANGE CO-OPERATION 

A. Problems at Issue 

I'hcre was a time the time of household economy when vNaiiK 
were gratilied by uliat may he (.died the dire('t method I'he local 
'j;r()up produced the identic^al [i;oods it consumed, and prodmed them 
with simiile rudimentary tools. There was little spec lali/alion or 
ditTerenliation of function. Subsistence was mea;j:er. Today a 
\ ery dilTerent c ondition of affairs exists, rr.ac tic .ally no one produces 
all or e\ en many of the tliin^^s he consumes, and tlie yoods are produc ed 
by the “roundabout'' process Sjxa iali/ation has bcaai earned to 
^reat, even to extreme, leriL^'ths. Spec-iahsts are able to produce more 
than non-spec iah^ts TrodiKtixe capacity is enormous when lom- 
[)ared with that of the earlier period 

Hut how do 'hese modern specialists ['ratify their multituclmous 
wants? Hy the indirect process. Almost no onC i)rocluces man}' of 
the tliin.i's he consumes Fi[^uratively speaking', the individual 
^peciali/ed piodmers ()our their products, w'hether wealth or services, 
into a \ast soc la! reservoir and from that reservoir draw (other) ^oods 
to apply to their waints Whether your wants or ;?/y wainls will 
be comfortably gratified will of course depend upon three factors: 
(a) the si/e of the reservoir, (b) the variety of goods contained therein, 
and (c) the si/c of our claims to draw, I'he whole procedure is here 
called the ruingc co-opcroiive process. The co-operation, which is 
none the less real because it is carried on unconsciously, is effected 
through exchange and largely regulat(‘d by it. 

What determines the size of the reservoir? Clearly tlie degree 
of prcxiuctive efficiency. This will be high, according to the richness 
of natuial resources, the amount and eOkicncy of labor, the abund- 
ance of capital, the adecjuacy of the organization of these factors, and 
the suitableness of the institutional environment. The significance 
of these matters was hinted at in the introduc tion to our study (p. 15) 
and will become clearer as the study progresses. 

What detcTinines how much you or 1 can draw from this reservoir ? 
Our ability to draw results from (a) our purchasing ability in the 
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market (for the goods spoken of as being in a reservoir are in the main 
really in the “market”); (^) privileges such as free school attendance, 
use of highways and parks, and protection derived from our being 
members of a society which, acting in a collective capacity, provides 
these goods; (c) miscellaneous conditions including such widely 
different items as gift and theft. 

Our purchasing ability in the market may of course result from 
gift, inheritance, etc. At this point, however, emphasis should be 
placed on that part of our purchasing ability which comes from the 
wages we receive as workers, or the rent we receive as landowners, or 
the interest as capital owners, or the profits as entrepreneurs. These 
“distributive shares” we receive as bribes or rewards for our activities 
(in production, commonly). With them we command goods from the 
reservoir — the market. Ultimately we shall wish to know how justly 
the size of these distributive shares is fixed, but this is not a part of 
our present problem. 

How does it happen that the reservoir contains the variety of 
goods our desires call for? Why docs not everyone make the same 
commodity? How does it happen that the things produced arc 
generally the things we want? Dy what miracle is even an approxi- 
mation of the right amount of watches or reapers or flour or clothing 
or steel mills dumped into that social reservoir? Is there a vast 
statistical bureau which is consulted by the producers ? How can you 
or 1 decide what pursuit to take up when we start out to “make a 
living”? 'riicse questions suggest that there must be — is — an 
apportionment of productive energy. This apportionment involves, 
not only the allocation of land, labor, capital, and organization among 
the various occupations of society, but also the proper proportioning 
of these factors within each occupation and ultimately within each 
business unit. How are the apportioning and proportioning effected ? 

I'he initiative in this apportionment rests, we say, with the 
individual. This statement should not be interpreted as denying 
that much apportionment is carried out by associations, e.g., by the 
state, nor as denying that the individual’s action is largely controlled 
by his environment, both physical and social. The statement means 
merely tliat, by and large, we expect individual entrepreneurs to 
assume tlie responsibility of directing our economic activity. It 
follows that, in the main, the regulation of the distribution of pro- 
ductive energy — or the regulation of our unconscious exchange co- 
operation — is accomplished, aside from blind chance and ignorance. 
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by these factors: {a) the personal tastes of the individual, (6) social 
control uhelher formal or informal in character, and (c) prices and 
margins of profit I'lie^e factors are not sejiarate and distinct 
There is much overlapping. 

'rhe inllueiice of the personal las(c‘s of the individual is a matter 
of common oliservation 'I'lie at list will face privation clieerfully 
for the sake of continuing the line of work winch appc-als to him, and 
will continue it even m the face of demonsiiated unfitness An 
ecjuivaleiU statement ajiplies, doubtless, to individuals in every other 
walk of life 

'I'he intlueiue of sodal control is also rc'adily seen in part it 
works by afic' ting personal tastes We do not enter puisuits not in 
good repute with “our set ” Once in a s{)ecific vocation, we ojieiate 
according to the code of ethics of that group formal social control, 
such as may be found in conscious state action, manifests itself in 
j)ariKu!arly ch'ar forms, ranging from absolute prohibition of some 
callings (witness that of the burglar), through provision for the* neces- 
sity of passing a stale examination as a preiecjuisiie to ailmission to 
certain other callings, to prornolive inteivcntion such as protection 
of infant Industrie' 

The third factor is prices and margins of prolit. Other tilings 
l.viiig ecjual, we do what hesi,” since jiroduction todav is 

typically for gam rather than for direct subsistence And what will 
pay best ? Who or what detcTinines what will pay best ? Answering' 
in the rough, demand determines An incrc'ase of demand for a 
given commodity will ordinarily mean an increase in the price of that 
commodity, and that will ordinarily mean an increase in the gains 
of those j)roducing it, and that will ordinarily cause a flow' of pro- 
ductive energy to that pursuit, d'he opposite c c>nsec|uences wall 
ensue if there is a falling ofl of demand. 

It should be noted that an increasc'd price may not necessarily 
mean an increased gain. Tor example, the inc reased pirice of x may be 
due entirely to a scarcity of some com[)onent raw material. It might 
even occur that tlie gains from producing x were less after an incrc-ase 
of })rice from such a cause, d'here would not neccs.sarily be a flow 
of social energy to the making of x. In other words, it is well to use 
the exfiression “prices and margins of profit” rather than “prices.” 

The foregoing statements concerning our individual exchange 
co-operati(jn show that an understanding of “exchange ” and of “ the 

market” — using these terms in'a very inclusive sense — is essential 

9 
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We can have no vivid appreciation of our co-operation, its merits, its 
defects, unless we understand something of the agencies through which 
it is efTected and regulated. 

Is individual exchange co-operation the best way of gratifying 
our wants? We are not yet in a position to give any final answer 
to the question. Perhaps wc never shall be in such a position. For 
the present, it is to be noted that the apportionment of social energy, 
which is one of the largest issues at stake, can be cnkiently carried 
out under our present regime, only provided this energy can flow 
readily from one pursuit into another. In other words, there must 
be mohilily of the factors of t)roduction. 

QUESTIONS 

1. Name two or three kinds of goods which could be produced in your 
neighborhood, but which you obtain more cheaply through co-operating 
with the people of other districts. 

2. Make a list of the most important articles of wealth you enjoy which 
are supplied in whole or in part by other peoj)le. Make another list 
of those things supplied by your own unaided activities. Do these 
facts justify the use of the term co-operatke as descriptive of the existing 
economic order r 

3. Was there co-operation in the family economy? Would tlierc be 
co-operation in communistic society^ in a socialistic society? Would 
the co-operation in these cases be ejected through exchange ? In what 
sense can co-operation be said to be ehected through exchange in the 
existing order ? 

4. ‘‘'fhe mill-hand co-operates with the ploughman, the policeman, the 
clergyman, and the musician.” What docs this mean ? 

5. “Our co-(^peration is not merely a matter of the generation in which we 
live. The work of our predecessors lives after them. An inventor of 
an earlier generation contributes to want-satisfying-power in the 
present generation.” Cite other illustrations. Is this phase of this 
matter a manifestation of exchange co-operation ? Substitute the word 
“interdependence” for “co-operation ” in the quotation. 

6. “It is worth noting that an exchange organization enables us to enlist 
the co-operation of persons who may not be in sympathy c\ith us or 
our purposes.” What does this mean ? Why is it worth noting ? 

7. What is meant by the indirect method of satisfying wants? Later, we 
shall need to consider roundabout or indirect methods of producing 
goods. What should you guess the latter statement involves ? 

8. Co-operation is advantageous because it permits us (0) to enjoy goods 
which we could not ourselves produce, {b) to enjoy a larger quantity 
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of those goods which we ourscKcs could produce, and (c) to enjoy a 
bettci quality of goods than ^\ould otherwise he [K)Ssihle. Demonstrate 
and illustrate each of these i)oinls. 

9. “Exchange does not really help. Indeed it hinders 'I'ime and eneig\ 
are sjient in merely passing goods on ’’ Do you agree? Attempt to 
sumnuinzc the social benefits of e.xdiange co-operation 

10. “The present order, being a (o operative one. e.u h i>eisoii or com 
mumty timds to g.iin from any nu reasc in the ('(onomic efliciency of 
other [lersons or communities with whom or with wliuh s.iid person or 
comnumity maintains economic n l. it ions.” Just how 

11. “Internal commerce does not iiure.ise the wealth of a nation, since 
it only transfers goods from one person to .uuglier ” Is this true ? 

12 Enumerate as m.iny g.iins as you can which Ilow from intern.ition.il 
trade. 

15 ('ii\ e two or three illustrations of how a spea i.ili/etl tool makes possible 
a better quality of goods than does a non sjx-ci tilled one. lias this 
question any hearing on the topic “co-opc r. it ion” ? 

ip “During i()0\ m(.»re slii[»s wcie built on the ('l>de than in the whole’ of 
the Unitc'd Stales. 'I'his f.u t is ciedilable to (iie.it Hritain, but not 
to us.” Sliow that the fact is prob.ibly not disc redit.ilile to the United 
States. 

I" We hear nmcii of the “elimination of the middleman ” ('an his func- 
tions ever be eliminated? Would they be eliminated by co oiierative 
Inpmg '’ by co-oper.il ive selling''' by the mail-order house ^ b)' a 
selling bureau in connection with the [larcc’ls post? ('an you clr.iw .1 
distinction between the possibility that there are too many middlemen 
and the [«ossibility that all middlemen are unnecessary ? ('an you draw 
a distinction between eliminating the inicldlernan and elimin.it ing Ins 
functions? What are his mam functions? 

16. A certain grocer who is a Sodalist and no longer young cTtcn expiesses 
regret that the obligation to sujiport a family comj>cls him to continue 
in an oc(upatic>n which makes him a “jiarasite” — one who lives on 
others, consumes without producing Is his position well taken? 

17. “Commerce robs society liy taking off from jjroductive labor agents 
of trade nineteen-twentieths of whom arc mere parasites.” Is this a 
criticism of commerce cir of ineiriciency in commerce? 

18. “ Commerce robs society by destroying for want of a sale vast quantities 
of goods which have been accumulated.” Is the evil here complained 
of properly chargeable against commerce as such ? 

rg. When peo[)lc congregate at a certain place and exchange goods by 
barter, can we say that they constitute a market ? 

20. Is the retail grocery a market ? For whom ? Is the wholesale grocery 
store a market ^ For whom, ? Is the place the market ? Suptx).se 
that this wholesale grocery has no stock on hand, but consists merely 
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of an ofTice, an office force, and means of communication with importers 
and produtcis and customers Is it a market ^ 

2 1. You It. ivc Si .000. Can its SCI vices be sold ? If so. is ! lie M'lliiig of them 
a m.irkct opcr.iiion ? I'nuc five [Possible dilTcrciU channels through 
ulii( It the services of your $1,000 might go in getting into the [)ossession 
of the person who finally utilizes them 

12 You are an e\{)ert m.u hinisl and there is only one machine shop in your 
town d'he owner eng.iges your services Is this a market tr.insac- 
tion M.ike a list of the ways in whuh the market fur your labor 
could be “ widened.'' 

23 A jiliysidan renders service and later presents a bill, which is [)aid Is 
this <i in.it ket oper.ilion ? 

\ 1 ir.iw up a dc'linii ion of m.irf el 

2S Ibau uf) a list of " m.irkets ’’ lh.it would not, in )'our judgment, occur 
to the “ 111. in ol the street” as being m.irkets 

2() How do 30U account for the piesetue ot so many ‘‘ty!>es of market 
distiibution” ill our society ? W li.it is meant by the “orthodox” method 
of distribution ? 

27. Wli.it is meant by “market stun lure”? 

28. Does the woik of a real (“state agent fit into some market stnicturc of 
our society? If so, can >ou n.iiiie olliei persons or institutions [icrtain- 
iiig to the same structure ? 

2g Under what eircumstances do we have “organized e\(.haiiges” ? What 
are their functions ? 

30. “It is a curious thing that stKiety of the twentietli century i)ermiis the 
eontimiance of the org;ini/,ecl exchanges for the sole [)urpose of per- 
mitting gamblers to bet with each other and against outside victims 
concei ning price IfiictiKitions.” Comment. 

3r “The i)ro(luce exchange helps to regulate the i.ite .it winch the year’s 
crop IS consumed.” What does this mean? It theie were no produce 
exchanges would there be no regulator? 

V “Stock exchanges j)lay useful, almost indispensable, idles in the eco- 
iKimic order.” Explain, 

Why is the maiket to be regarded as one of the most significant 
institutions of the jiresent economic order? 

34 Could exchange exist if there were no recognition of private property? 

S5. “'I'he present otganiz.uiun of society throws a great burden of respon- 
sibility uj)on the individual. Tlie individual is to be the jiioneer. If 
he succeeds, soc icty will reward him. If he fails, the loss falls upon him 
— and It IS all done through price and profit levels.” Assume this to 
be, in the m.im, true, (a) When the individual “guesses wrong” and 
the loss falls ujeon him, docs society esc.ii>e the burden? {b) When 
we say lh.it experimentation is lelt to the individual, does this mean 
that society, as such, iierforms, or should perform, no experiments ? 
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(c) If a socialistic society “guessed urong" and put up a useless plant, 
uoiild that be harmful to society, or merely a matter of iiidiltereiKe ? 
{(i) When an individual “guesses riglit ’’ and makes great gams out 
of his enterprise, is this a benelit or a matter of inditTererice to the rest 
of souety ^ 

^6 “It is just this burden of res|>onsil)iIil \ upon the individual whnh 
guarantees liis dc‘\ elopment xXolIungelse will (juite take its pkue. and, 
without such a force making for the soundness of the indi\i<lu.i! jearts, 
there can be no hoj)e for the indiisttial m u hine asa whole ” I^ this true ? 

t7 “Competition ]daces the indixidu.d “ C.in >ou cite ,inv pioposals or 
mo\('menls de\oIed to finding scaricollui method cd pi, u t nu nt Am* 
\ou sure tlie things you ha\e in mind .ire not ineieK >li signed to make 
the working of competition sm<)otluT and moie .0 c ui itc* 

38 ('omp.ire c'ompetition and status as nudhods of p!.i< mg the indivadu.d 

Y) “^\e do what [lays best.” Docs this statement reciuitr any c|uali 
fn .It ions ? 

40 It is cle.ir th.it we use jru»na/?en, for ex.imjiKg goveniment . very much 
What then is me.int by saying ours is ,i if'gime of nulivulual exch.mge 
co-o[)ei ation r' 

41 V\'h.it is meuit by s.i\ mg th.it one .idvantage of a socic'ty organi/ed on 

the individual is the possibilitx of ellicient molixation .it every joint, 
[irocess, or phase ? • 

42 Ad.'im Smith, in .1 famous pass.ige in his ll’ca//// of Nahons, observes 
th.it every individual w lio, in pursuit of his ow n g.iin, diiects his 11 dust ry 
in such a way that the jirodiict m.iy h.ive the gieaiest j>ossible value 
is “led liy an invisible hand” to promote unintentionally the public 
welf.ire Should vou accept as true the impIic.Uion that excliangc* 
co-(')>eration completely leiomiles the interests c)f individuals and the 
community? Are indwiduals ever rew.irdecl for actions wliich yield 
a present benefit to some, but arc in the long run detrimental to society ? 

4 5 Wh.il gains how from h.ivmg m.il lers so .irraagec) .is to di pi nd (onsicli r 
ably on scif-inic'rest ? Wherein does self-interest f.iil to live up to the 
claims of its more ardent advocates ? 

44 Make a list of the “motives to economic ac livity “ 

45. How was co-operation regulated in the family economy? How woulc) 
it be regulated in a communistic society How would it lie rc'gulated 
under socialism ? .Show' how it is regukited by exc hangc in the existing 
economic order. 

46. “Demand is the mam motive [Xiwcr in the industrial system It is 
the weight in the clockwork of production and disinbution, the force 
which sets the industri.il system in motion.” What cjoes tin's mean 
How is the demand ascertained today? How would it be ascertained 
under socialism? under communism? Would demand be “the main 
motive power” under socialism or communism ? 
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47. “If the wheat crop of the world should fall off one-half next year, a rise 
in price would then be of great social advantage - in fact almost indis- 
pensable.’’ Kxpl.iin. 

48. If the i>otato crop of a communistic society which had no commerce 
with otlier communities were to fall off one-half, how would it regulate 
the consum])tion of potatoes for the following year? Ilow is it done 
under the present order? 

49. Under socialism would men ever need to witlulraw capital from one 
industry and put it into another If so, in what ways could it be done ? 
In what ways is it done in our i)resent society ? 

50. Under socialism would men ever need to develop new capital? If so, 
how could tliey do it ? Would they need to determine how much new 
caiiital they ought to have ? Would they need to apportion it among 
various industries ? What devices could they use in doing tlicsc things ? 
How do we do them tod.iy? How do we determine whether to sub- 
stitute ca[)ital for labor? How would a socialistic community 
determine it ? 

51. “Cost accounting is an instrument of control in the hands of the busi- 
ness executive, d'h rough it he helps work out the proportioning of the 
various jiroductivc factors in his business.” What does this mean ? 

52. “'I'he ai)j)orti()nment of productive eneigy is but a ])hasc of the regula- 
tion of our exchange co-operation.” Is this true ? 

53. “Price levels and profit margins sent productive forces into industry a 
rather than into industry y.” Show how. Is any other method pos- 
sible ? 

54. “Industrial conscription in war times is a method of appoitioning pro- 
ductive energy. So also is the conscription of men.” Is this true? 
Would this method secure results more rapidly than reliance upon 
margins of profit ? 

55. “Scrapping capital goods is often regarded as socially beneficial. A 
moment’s thought should convince us this cannot be true. Social 
energ>'’ is lost when capital goods are scrapped.” Comment. 

56. John Smith saves, out of his wages, $10 a month. How does society 
get, for use, a specific piece of capital goods out of this? Make a 
generalized statement of the function of the savings bank in the forma- 
tion of capital goods. 

57. “This equalizing process, commonly described as the transfer of capital 
from one employment to another, is not necessarily the slow, onerous, 
and almost impracticable process which it is often represented to be.” 
Why or why not? What is the situation with respect to the transfer 
of labor ? 

58. What is meant by saying that interest is a bribe which induces an 
appropriate apportionment of capital ? Can you cite instances of the 
rate of interest operating to call capital from one locality to another ? 
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59. How do wages have any bearing u[X)n the ap{K)rtionmcnt of social 
energy? What is meant by saMiig each employment should pay its 
workers a true subsistence wage, at least ? 

60. “Any payment to a factor of [irodiution in excess of the costs of main- 
tenance and progress is a sourte of industrial waste and damage’’ 
K\j)lain. 

61. What meaning do you gel out of the plu.ise “wage sutheient to secuie 
individual and social elheieia\"? If \ou substitute “mtciest" or 
“ profits” for “ wage” has the jiluase meaning lo \ou ? 

62 “An omnis( lent benec’olent despot would know it to be desirable for 
capital goods to be available and he would dire( t some jirodin 1 1\ e eneigN 
into their creation Of (ouise, a nice juoblem would exist with refei 
ence to how min h prodm li\(‘ etu'rgy should be devoted to the making of 
cajiital goods .is o)>posed lo the .imount th.it should be devoted to bet tin ■ 
merit of land, betteiment of l.ibor, etc Hut being omiiisuent, the 
desjKA would undeistand the ineih.inn.il situ.ition invoKed .ind would 
t.ike steps to make the pioi)er .ippoi t loiiment ” \\ h.it is the nu'ih.innal 

situ.ition iiuoKed? \\ h.it would be the “profier” aiiportionment ? 
What is meant by the “ ti i hnologic.il law of diminishing return” 
Wli.it beaimg, if any, does it have on the apjiortioning of productive 
energy ? 

0.; Cite instaniis -if the operation of the teihnologn.J l.iw of diminishing 
return. Does it .'ijiply to the ereition of buildings? to the operation 
of a mine.'' to the opei.ition of a f.utory alre.idy (onsiructed ? Is the 
exhaustion of the “poweis” of a mine or of a jilot of agricultural land 
till* same tiling as the diinmishmg return here referred to? 

6 :; “Civen a < h.inging soiRly, and .iny system of exchange co-operation 
must have mobility with respect to the bu tors or agents of firodui tion ” 
Why or why not ? 

()() .Sl.ite the elements of mobility and of immobility in the case of cajiit.il, 
of labor, of land. 

67. W’hat is meant by s.iying th.it the modern laborer has formal freedom 
in that no l.iw' pievents his going from pl.icc to plaie, but that he lacks 
real freedom in that he cannot afford lo move from place to pltice ? 
Can there be real mobility in his e.ise without re.il freedom? Doe? 
real freedom involve, in this i.ise, merel> the larfare necessary to the 
travel ? 

68. “Mobility for labor invokes not merely spacial mobility but also 
occupational mobility ” Wh.it does this mc-in ? 

69. “Where there is no mobility of the l.iborer there may be and is mobility 
of labi’ir.” How can this be true? 

70 “Effective mobility does not imply that it must be possible at all times 
to turn every portion of capital or every laborer into a given occu[)ation. 
It will suffice if a relatively small amount can be shifted, that is to say. 
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marginal shifting will suffice.” Illustrate. Under what general con- 
ditions is the quotation particularly applicable? 

71. Explain what is meant: 

“Production is today a social, not an individual, process.” 
“Competition is an organizing force — a method of organization ” 
“Self-interest is not to be allowed unrivaled sway.” 

“Society is today in unrest because of violation of reciprocity.” 
“It is through individual initiative that our co-operative organiza- 
tion of society is eflected.” 

“In our co-operative society price is the organizing force.” 

“Spec inlization leads to mutual deiicndence.” 

72. It has been stated that the conception of our society as one of individual 
exchange co-oi)eralion throws light upon such cxjiressions as “all labor 
is noble,” “every tailing is sacred,” “there is little use in trying to 
distinguish between sacred and secular callings.” Comment. 

73 “The whole m.u hinery of buying and selling is simply a convenient 
means of combining effectively the various factors in production, and 
of assigning the ajipropriate sh.ires of the [iroduct to those who have 
claims uj)on it.” Explain. 

B. The Co-operation of Our Society 

See 4. The System of Individual Exchange Co operation. 

85. THE (iRE.Vr COOPERAdTON 
A« 

In a simjilcr state of things we inav supj^ose that the woman 
worker spins and weaves her own cloth, and say, witliout serious 
inaccuracy, that her real income is what she jtroduces. 

Employed in a mill, the spinner cannot lake lier income in \arn, 
lor she cannot use the yarn; nor can the weaver take her income in 
cloth, for she could use only a fraction of the cloth. But neither \ arn 
nor cloth can be said accurately to be the product of these two. dliey 
are the product of all those persons and things that have finally found 
issue in the yarn and cloth, and both spinner’s and weaver’s contribu- 
tions are but an insignificant fraction of the whole. Yarn and cloth 
are, indeed, the product into which their labour visible' enters; but 
the labour of the machine-maker who makes nothing else than spinning 
and weaving machinerx', and of the miner who digs the coals which sup- 
ply the pow'cr, enters just as visibly and directly into the making of yarn. 

'Adapted by permission from Williarr Smart, The Distribution of Income, 
pp. 109-10. (Macmillan & Co., Ltd., 1899.) 
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If, again, we look beyond factory industry to such offices as th:rt 
of a policeman, soldier, judge, and ask liow tlieir service is to be 
assessed and di\ided out among those to whom it is lendered, we find 
that all we can stiy is that the total id goods — the total income is 
prodiued by all tlie workers acting together, but that to assign am 
particular share to any individual or tkiss acconhng to its prodm t is 
imj)ossil)le. d'he mill giil no inoie “produces" )arn than she “grows' 
[lotatocs. She co-operates with the machine-maker and the coal 
miner, and all those whose e\ei lions are necessary to the tuining out 
of )’arn and cloth, but she c'o-opeiales jiNt as truly with the jilough- 
man, the policeman, the clergyman, and the musician. If one makes 
cloth for all and another preaches sermons ha all, the one co-opeiatts 
with the other in the jirodiicing of the sermons and the other co- 
operates in the “producing" of cloth. 

Obser\e llie a( c ommodation of the most common artificer or day- 
labourer in a ( i\ ih/c d and thri\ ing country, and \ou will pen ei\ e that 
the number of |)eo{)le of whose industry a jiart, though but a small 
part, has been (‘nv)loycd in procuring him this accommodation 
exceeds all computation, d’he woolen coat, for example, which 
cox'ers the day-labourer, as coarse and rough as it may ajjjiear, is the 
procluct of the Joint labour of a gieat multitude of workmen '1 Ik 
she[)heid, the sorter of the wool, the wool-comber or carder, the d}e!, 
the scribbler, the spinner, the weaver, tlie fuller, the dresser, wiih 
many olheis, must all Join their dilTerent arts in oidei to compleic 
even this homely production. How many mei(h,ints and cairieis, 
bc'sides, must have been emjiloyed in transporting the mateiials from 
•some of those woikmen to otheis who often h\e in a xery distant jiait 
of the country' How’ much commerce and navigation in j)articul<'ii , 
how many ship-builders, sailors, sail-makers, rope-makers, must 
have been emploxed in order to bring together the different drugs 
made use of by the dyer, which often come from the remotest corners 
of the world! What a variety of labour too is necessary in order 
to produce the tools of the meanest of those workmen. To say nothing 
of such comj^licated machines as the shij) of the sailor, the mill of the 
fuller, or even the loom of the weaver, let us consider only w’hat a 
variety of labour is requisite in order to form that very simiile machine, 
the sheais wath which the shepherd clips the wool, 'khe miner, the 

‘ From Adam Smith, Wealth of Nations, Book 1, chap 1 
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builder of the furnace for smelting the ore, the feller of the timber, 
the burner of the diarcoal to be made use of in the smelting-house, 
the brick-maker, the bricklayer, the workmen who attend the furnace, 
the millwright, the forger, the smith, must all of them join their 
difTercnt arts in order to produce them. Were we to examine, in the 
same manner, all the dilTerent parts of his dress and household furni- 
ture, the coarse linen shirt which he wears next his skin, the shoes which 
cover his feet, the bed which he lies on, and all the dilTerent parts 
which compose it, the kitchen grate at which he prepares his victuals, 
the coals which he makes use of for that purpose, dug from the bowels 
of the earth, and brought to him perhaps by a long sea and a long land 
tariiage, all the other utensils of his kitchen, all the furniture of his 
table, the knives and forks, the earthen or pewter plates upon which 
he serves up and divides his victuals, the difTercnt hands employed 
in preparing his bread and his beer, the glass window which lets in the 
heat and the light, and kccj)s out the wind and the rain, with all the 
knowledge and art requisite for preparing that beautiful ami happy 
invention, without which these northern parts of the world could 
scarce have afTorded a very comfortable habitation, together with 
the tools of all tljc different workmen cm})loycd in producing those 
difTerent conveniences; if wc examine, I say, all these things, and 
consider what a variety of labour is cmi)loycd about each of them, we 
shall be sensible that without the assistance and co-o]')eration of many 
thousands the very meanest person in a civilized country could not be 
provided, even according to, what we very falsely imagine, the ease 
and simi)le manner in wliich he is commonly accommodated. Com- 
pared, indeed, with the more extravagant luxury of the great, his 
accommodation must no doubt ai)])ear extremely simple and easy; and 
yet it may be true, perhaps, that the accommodation of an European 
prince docs not always so much exceed that of an industrious and 
frugal peasant as the accommodation of the latter exceeds that of 
many an African king, tlie absolute master of the lives and liberties of 
len thousand naked savages. 

86. THE INDIRECT METHOD OF SATISFYING WANTS* 

Every man has certain purposes, impulses, and desires. They 
may be of a merely instinctive and elementary nature, or they may 
be deliberate and far-reaching; they may be self-regarding or social; 

' Adapted by permission from P. H. Wickstced, The Cornvion Sense of Political 
I'loiwniy, pp i 65-()8. (Macmillan & Co., Ltd., 1910.) 



INDIVIDUAL EXCHANGE CO-OPERATION 


239 


they may be spiritual or material; but \v]iate\er they are, it is impos- 
sible for him to give efl'eet to tliem by lii.s own unaided ac (ion uj)on the 
forces and suirstances of natuie. No man, standing nakc(l upon the 
face of the earth, can feed, clothe, or house his bod) , or sei nre an 
eiUraiue for his mind into the regions of intcllei liial, ima,gmali\e. 
and emotional enjoyment; nor (sut)pose he has altruistic impulses) 
can he, thus unaided, ministei to like needs or de\el')p like possibilities 
in others. Neither can he accomplish these things by the diiecl 
application of his own faculties su{)pc)rted iiy all the mateiial supplies 
and instruments he possesses or can possess; nor )et, exc c‘pt under 
very special circumstances, simply by enlisting (he co-operation 
directly insjiired b\ sympathy with him or with his [imposes. Hut 
bv dues t and induce t jiroc essts of excli.inge, bv the sm i il ak hemy of 
which money is the symbol, the thing'. 1 ha\e and the things I can 
are transmuted into the things I want and the things I would, Hy 
these processes I can conx'ert my at (luaintance with the nature of 
dilTereiit kinds of w’ood, and my skill in h.indlmg ecu tain tools, 01 
my knowledge of the higher nKillumialic's, or my capacity for tiling 
men’s imagin.ilions, or for c hastening or stimulating their ic'ligious 
emotions, into bxid and clothing, into books an^ pu tines, into (he 
rajud t laiispoi t c)f my owm jicuson thioiigh di Uant lands, into diniioi s 
ft r hungrx children, into Ma\ fc'stivities for lisih-ss x’lliagms, into the 
collation of Syriac manusciipts, or into any of the thousand other 
things that I w'aiit to haxe, to expcaience, or to get done, and all this 
inde[)entK'iiily of any inteiesi in these dc’siios of mine', or any knowl- 
edge of them, on the part of yeiy many of (he jx'rsons who assist me (0 
accomjtlish them. Whv, then, do they co-op('rate with me* at all? 
Not [uimanly, or not solely, because they are interestecl in my jiur- 
[)oses, but bc'c'ause they have certain piiiposc's of their own; and just 
as 1 find tliat 1 can only secure the accomplHhmc'iit of my piirjioses 
by securing their co-operation, so they find that they can only aca om- 
[ilish theirs by securing the co-ojieration of yet cithers, and they find 
that I am in a position, diiectly or indirectly, to })lac:e this co-operation 
at their chsposal. 

A vast range, therefore, of our relations with others enters into a 
svstem of mutual adjustment by which we further each other's 
pLir{ioses simply as an indirect way of furthering our own. AH such 
relations may be fitly called “economic.” 'The range of activity they 
cover is “business.” If one man possesses wdicat in such quantities 
that he finds it well to exchange some of it for potatoes, and another 
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for like reasons is glad to change potatoes for wheat, tliis is not gener- 
ally the result of any miscalculation, and not necessarily the result of 
any original and inevitable diversity of opportunities or faculties. It 
was deliberately contemplated and planned from the beginning, 
because the one man believed that the most economical way for him 
to increase his stock of potatoes was to grow wheat, and vice versa, 
by the system of “economic relations,” tlien, I understand that sys- 
tem which enables me to throw in at some point of the circle of 
exchange the powers and possCbsions I directly command and draw 
out other possessions and the command of other powers whether at 
the same point or at some other. 

Lastly, “economic forces” or “the economic force” may suitably 
be used to indicate the resultant pressure of all the conditions, material 
and psychological, that urge men to enter into economic relations with 
each other. By economic forces I shall mean anything and everything 
which tends to bring men into economic relations. Thus, the inven- 
tion of machinery which tends to increa.se division of labour, the con- 
centration of the industrial population, improved means of transport 
and communication, the credit system, the general demand for ele- 
mentary and technjeal education, and, in a word, the wliole structure, 
organization, and movement of so( iety, is perpetually opening and 
closing opportunities for combination and for the mutual furtherance 
of each other’s purpo.'^es by men of dilTering faculty, opportunity, and 
desire. And these conditions determine how far and in what way the 
general desire of every man to accomplish his own purposes, whatever 
they may be, shall become an economic force, urging him to enter 
into relations with other men, with a view to the more clTective 
accomplishment of his own purj^oscs. Whether I pursue my pur- 
I)o.ses directly through the aj)[)li( ation of my own resources and 
capacities to their accomplishment, or indirectly by entering into an 
economic relation with other men, applying my resources directly 
to the acconnihshment of their purposes and only indirectly to the 
accomplishment of my own, in either case my motives are identical. 

87. UNRLS r BECAUSE OF VIOLATION OF RECIPROCITY* 

The fundamental assum[)tion upon which civilized society rests 
is that each member of society is doing something to make the general 
conditions of life easier for society as a whole If there were no such 

‘Taken by permission from A. W. Small, “I’rivate Business a Public 
Trust,” American Journal of Sociology, I (1895-96), 2S3-89. 
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thing as society, this would not be the case. If the world were 
divided up among a population of hermits, eacli home would prac- 
tically be a world by itself, having nothing to do with other honu^. 
^ince the world is the home of people who have complicated dealings 
with i\i(h other, it has come to pass that eaJi gets tolerated by the 
other in seeking his own personal ends solely upon tlie inipli('d con- 
dition that each will be an ag(‘nt to do some sort of work for his 
fellow's. 

Wherever a (olh'ction of human beings Ix'gins to resolve itself 
into a society, the process involves a tacit agreement that some of 
the [)et>ons will attend to a certain w’oik needed bv the sodt'tw 
while othc'is will look after the remainder. If a hundied farmers 
should h ippen to bii\' land in the same township uanote from otlua 
-.elt lements, tlu'sc' f.irmers would sooner or later illustrate the (hange 
that hasgoiK'on, with dillerence of detail, in the d('V(do])ment of ever\ 
civilization or part of c.ivilization. It w'ould be a ])iocess of division 
of labor, rest ing upon ,i (.ommon understanding, in \ er ])ut into codified 
form, to be sure, that the farmer’s work, fiom which a part of the 
community withdiaw, will still be cained on by the rest; and, on 
the other hand, that terms of recipKnal advanta^m* will put tlie w'ork 
of those who cease' to be farmc'rs at the disposal of those who continue 
to till the soil. 'The smith, the carpenter, the miller, the lanmi, the 
Loljbler, are enabled to live witliout pioc'uring tluii own food supjdy 
directly from the soil, by bc'ioming agc'nts of tlie farmers in doing 
needed work of which the fanners tire thus relievi'd. On the othei 
hand, the farmers fall into line w'ith the n('cc“^sity of industriously 
extracting from the soil a siijiply of food sunicient for the whole 
community, as the condition of getting the use of other men’s 
skill. 

The fundament.U grievance of ckisscs against other classes in 
modem society is that the supposed olTcndcrs are violators of ihi^' 
primal law of reci})rocity. (Tilicisms of institutions or of the ])ers()ns 
operating them resolve themselves into «haiges that whereas the 
parties in question are presuinc'd to be useful social agencies, the) 
are in reality using their social olTice for the subordination of public 
weal to private gain. Tins is at bottom tlic charge of the dissatisfied 
proletaiian of all classes against employers, capitalists, corporations, 
trusts, monopolies, legislators, and administrators. I'his is also 
in large part the implied countercharge against organized labor. The 
most serious count in the wage-earner’s indictment of other classes is 
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not primarily that these classes draw too much pay, but that they are 
not doing the work that their revenues are su{)posed to represent. 

Back of all formal contracts or statutes or institutions, tlierefore, 
is this unwritten law of civilization that every citizen shall be a public 
seivant. The cycles of social growth, arrest, decay, have always 
illustrated in turn observance, neglect, and violation of this law. 
IVlen and institutions have begun by serving their day and generation 
in a socially needful way. 'riiey have sometimes ended by making 
their day and generation serve them in a socially harmful way. Then 
has come social condemnation, rcjeclion, substitution. 

The unrest of our society today is due, in large measure, to sus- 
picion that men arc falling more and more into the position of toilers 
for other men who arc evading the law of reciprocal service. Dis- 
satisfaction is fed by belief that many occupations, needful in them- 
selves, arc becoming less and less a social benefaction and more and 
more a means of levying tribute over and above the value of the 
service. Successful and arrogant individualism seems to defy the 
law of mutualism that must reign in right society. 

See also Chapter; vi, “Specialization aitd lnterdci)endence.'’ 

C, Exchange in Our Society 
88. THE MEANING OF EXCHANGE 

We must be careful not to use the term “e.xchange” in too narrow a 
sense. “E.xchange society’' implies more— very much more — than 
a society in which ordinary commodities are bought and sold. In 
terms of our present society it implies not merely a specialization of 
occupations according to which one man raises potatoes, another 
teaches, another operates a department store, etc; it also implies a 
specialization which involves economic groups such as laborers, land- 
lords, capitalists, tenants, and entieprcneurs. When a laborer sells 
his services for a wage, when a landlord sells the services of his land 
for rent, when a capitalist sells the services of his ca[)ital for interest, 
exchange takes place. Exchange is thus a term covering all the 
commercial transactions of our society. It is generally conducted 
in terms of money and price, but not inevitably so. 

A moment’s thought will make it clear that exchange is today 
interwoven with other mechanisms and devices — notably, private 
property, contract, and competition. 
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89. BENEFITS OF EXCHANGE' 

Co-operation cna])lcs the individual to enjoy not a few goods which 
otherwise he could not enjoy at all because he could not produce them. 
Thus, (a) homogeneous co-operation makes possible results which no 
person acting alone can bring about, and wliich, therefore, the indi- 
vidual could not enjoy weie it not for co-o[)eration. (b) Heterogene- 
ous co-opcralion — doing dilTerent things and exclianging the products 
— often enables the indnidual to get and enjoy goods which he, 
anyhow, cannot produce, whether acting alone or with others, and 
which, therefore, he could not have at all were he dependent on himself 
entirely. Thus some articles can be prodiued in onl)' a few places. 
Some serx’ices can be performed by only a few persons. A literally com- 
plete e.xclusion of co-operation would mean death to not a few persons. 

Co-operation etuibles the individual to enjoy a far larger quantity 
of those goods which he himself (ould prodiae. Specialization 
enables botli the farmer and the carpenter to become more productive 
than if each worked at both trades. Consequently, each, in co- 
ojicrating with tin* rest, gives, and so gets, more goods than he would 
if he worked b>' himself. 

Co-operation enables the individual to enjoy i^far belter quality 
of goods than otherwise. Specialization enables each to produce 
, letter goods than if he tiled to produce all kinds. 'I'hrough exchange 
co-operation each gets the benelit of this improvement. 

rp. THE JiENEFrrS OF INTKRNA 7 'ION;VL TRAl)]«h 

The gains may, jierhajis, be better realized by regarding them in a 
more concrete way. From this point of view it appears that a nation 
gains the following advantages by its foreign trade: 

1. It is able to procure commodities which it is absolutely unable 
to produce itself — tropical spices furnish a good example. 

2. It obtains commodities which it could not jiroduce with the 
same facility even from the technical aspect; and it may be noted 
that between this case and the first the dihcrence is sometimes very 
slight. 'J’here aie few ai tides which could not, to some extent and 
by suhicient outlay, be produted in any country. “By means of 
glasses, hot-beds, and hot-walls,” says Adam Smith, in his celebrated 

‘ Adapted by permission from F. M. Taylor, Principles of Economics ^ pp. I4“is. 
(University of Michigan, 1916.) 

^Adapted by permission from C. F. Bastable, Theory of Intemalional Trade^ 
pp. i 8 ~ 2 i. (Macmillan k Co., Ltd., 1903.) 
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reduciio ad absurdum of the mercantile theory, “very good grapes 
can be raised in Scotland, and very good wine, too, can be made of 
them, at about thirty times tlie expense for which at least equally 
good can be brought from foreign countries.’^ In fact, there are 
many commodities which could not be produced in sufficient quantity, 
or at a price low enough to induce consumers, but which arc easily 
obtained by means of international exchange. Again, there are 
many articles which could be produced at a moderate cost at home, 
but which can be gained at still lower terms, owing to the superior 
resources of other countries. 

3. The case of a country, with superior powers of production, 
importing from one which is inferior in all respects, comes next in 
order, and the examples already given need not be rejieated. 

4. The productive force of each community is set free for applica- 
tion to those natural agents and materials which offer the best chance 
of high returns, so that the efficiency of each productive unit is much 
increased. 

5. The concentration of special branches of production in one 
place leads, as the law of increasing return so generally applicable 
to elaborative industry implies, to furtlier gain, dliis advantage 
is nothing else than one of the advantages of division of labour, since 
international exchange is really, what Torrens has well called it, 
“ the territorial division of labour.” 

In enumerating these several advantages, no place has been made 
for tliat which is most often put forward in popular discussions, viz., 
the creation of new markets for exports. At the same time, tlie bond 
which, as we shall see, connects all international trade and establishes 
a definite relation between imports and exports, must not be lost sight 
of. Exports are the sacrifice made in order to obtain imports, and 
anything that makes the gain by exchange greater, which new markets 
may do, ought not to be overlooked in a complete theory. It is highly 
probable that the opening of new markets will stimulate industiyq 
and also bring about a better adjustment of productive force. 

The social and moral effects of foreign trade are in no respect 
inferior to the purely economic ones. 
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91. SOME CRITICISMS OF COMMERCE* 

The Fourierists, through theii principal organ, M. Considi^rant 
(in his Dcstinfe Socialc), enumerate the evils of rommcrce in the 
following order; 

“The trader is a go-hetween, who piolits hy the general anarchy 
and the non-oiganization of industry, d'he trader buys up pioducts, 
he buys up everything; he owns and flctaiii'^ everything, in suth 
sort that: 

“i. ITc holds both Production and Consuinj>t!on under lii^ yoke 
because both must come to him either finally for the products to be 
consumed, or at first for the i\'uv nuitc i ial to be worked uj). ('omnierc e 
with all its mc'thods of buying, and of raising and lowering |)rices, Us 
innumerable devices, and its holding cvcTvthing in the hands of 
middlemen, le\i('s (cdl right and left, it d(‘spotually gives the law 
to Production and ('onsumption, of whi( h it ought to be only thc' 
subordinate 

“2. It robs soc iety by its enormous projits profits levicsl upon 
the consumer and the |>rodiic'er, and altogethcT out of proportion to thc‘ 
services rendered, for which a tw^enticUh of the persons actually 
employed w'ould be suiVic iemt. • 

“3. It robs society by the subtraction of its productive forces, 
taking off from productive labor nineteen-twTutielhs of the agents 
of triide who are mere parasites. Thus, not only does tomnicTc e rob 
>o( lety by aj)prc)priatmg an exorbitant share of the common wc-allh, 
but also by condderably climinishing the productive energy of the' 
human tiecdiice 

“4 It robs society by the aduUaalion of prcjducts, jmshed at the 
[irc'cnt day btwond all bouncls. And in fact, if a hundrcai grocers 
e':>tablish themselves in a town where before there were only twenty, 
it is plain that peo[)le will not begin to consume five times as many 
groceries. Hereu})on the hundred virtuous grocers have to dis[)Ule 
between them the piolits which before w^ere honestly made by the 
twenty; competition obligc‘s them to make it up at the expense of the 
consumer, either by raising the prices, as sometimes happens, or by 
adulterating the goods, as abvays happens. In such a state of things 
there is an end to good faith. Inferior or adulterated goods are 
sold for articles of good quality whenever the credulous customer is 
not too experienced to be deceived. 

‘Adapted by permission frqm J. S. MiU, “Chapters on Socialism," Port- 
nightly Review, XXXI (1879), 33 r- 34 - 
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“5. It robs society by accumulations, artiftcial or not, in conse- 
quence of which vast quantities of goods collected in one place are 
damaged and destroyed for want of a sale. Fourier says: ‘The 
fundamental principle of the commercial systems, that of leaving 
full liberty to the merchants, gives them absolute right of property 
over the goods in which they deal; they have the right to withdraw 
them altogether, to withhold or even to burn them, as happened 
more than once with the Oriental Company of Amsterdam, which 
publicly burnt stores of cinnamon in order to raise the price. What 
it did with cinnamon it would have done with corn; but for the fear of 
l)eing stoned by the populace it would have l)urnt some coin in order 
to sell the rest at four limes its value. Indeed, it actually is of daily 
occurrence in ports for provisions of grains to be thrown into the 
sea because the merchants have allowed them to rot while waiting 
for a rise. It is society that bears the coet of this waste, which takes 
place daily under the shelter of the philosophical maxim of full liberty 
for the merchants.^ 

“6. Commerce robs society, moreover, by all the loss, damage, 
and waste that follow from the extreme scattering of ])i()(lucts in mil- 
lions of shops, and bv the multiplication and comphc.ition of carriage. 

“7. It robs society by shameless and unlimited usury — usury 
absolutely appalling. The trader carries on operations with fictitious 
capital, much higher in amount than his real capital. A trader 
with a capital of twelve hundred pounds will carry on operations, 
by means of bills and credit, on a scale of four, eight, or twelve 
thousand pounds. Thus he draws from capital which he does not 
possess, usurious interest, out of all proportion with the capital which 
he actually owns. 

“8. It robs society by innumerable bankruptcies, for the daily 
accidents of our commercial system, political events, and any kind of 
disturbance must usher in a day when the trader, having incurred 
obligations beyond his means, is no longer able to meet them, liis 
failure, whether fraudulent or not, must be a severe blow to his credi- 
tors. The bankruptcy of some entails that of others, so that bank- 
ruptcies follow one upon another, causing widespread ruin. And it is 
always the producer and the consumer who suffer; for commerce, con- 
sidered as a whole, does not produce wealth, and invests very little in 
proportion to the wealth which passes through its hands. 

“9. Commerce robs society by the independence and irresponsi- 
bility which permit it to buy at the epochs when the producers are 
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forced to sell and compete with one another, in order to procure 
money for their rent and necessary expenses of production. When the 
markets are overstocked and goods cheap, trade pun liases. Then 
it creates a rise, and by this simple manoeuvre despoils both producer 
and consumer. 

“ 10. It robs society by a considerable drau'ing ojf of capital which 
will return to productive industry when commerce plays its proper 
subordinate part, and is only an agenty carr\ing on trans;n lions be- 
tween the producers (more or less distant) and the gieat centres of 
consumption —the communistic societies, 'I'hus the cajiita! engaged 
in the speculations of commerce (which, small as it is, compared to 
the immense wealth which passes through its hands, consists never- 
theless of sums enormous in themselves) would return to stimulate 
production if commeice was dejiiived of the intermediate pro[)eity in 
goods and their distribution became a matter of adjninisliati\ e 
organization. Stock-joblnng is the most odious form of this \ice of 
commerce. 

“ii. It robs society by the monopolising or buying uj) of raw 
materials. 4 'or’ (says Fourier), ‘the rise in price on articles that 
are bought up, i^ '.,orne ultimately by the consuim^r, although in the 
first place by the manufacturers, wdio, being oliliged to keep up tlieir 
establishments, must make jiccuniary sacrifices, and manufacture 
at small profits in the hope ot better clays; and it is often long before 
they can repay themselves the rise in prices which the monopoliser 
has compelled them to support in the first instance ’ 

“In short, all these vices, bc.sides many others which I omit, are 
multiplied by the extreme complication of mercantile affairs; for 
products do not pass once only through the greedy clutches of com- 
merce; there arc some which pass and repass twenty or thirty times 
before reaching the consumer. In the first place, the raw material 
passes through the grasp of commerce before reaching the manu- 
facturer who first works it up; then it returns to commerce to be sent 
out again to be worked up in a second form; and so on until it receives 
its final shape. Then it pa.sscs into the hands of merchants, who sell 
to the wholesale dealers, and these to the great retail dealers of towns, 
and these again to the little dealers and to the country shops; and 
each time that it changes hands it leaves something behind it.” 
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93. THE MIDDLEMAN* 

The middleman performs four distinct functions, whose value to 
both producers and consumers should not be overlooked. 

In the first place, the middleman provides a market. He organizes 
the demand for all the various sorts of produce and brings it into 
effective touch with the producer, who is commonly in no position to 
find it for himself. The latter’s farm or orchard is located with 
reference to advantages for production, and therefore far away from 
the markets in which he must sell his product. His abilities are too 
specialized in the direction of agricultural proficiency to give him the 
ni'( cssary commercial expertness. The time of harvesting the crop 
is generally the busiest season of the year, leaving the grower little 
time to devote to the intricate details of marketing his prodiu t 
Finally, there are comparatively few producers who have a sulTi- 
cient volume of goods to enable them to ship in carload units, and 
yet they must move in such quantities if they are to get to market 
at all. 

A kindred function is that of “e<|ualizalion.” Supplies, on the 
one hand, are more or less unreliable, fluctuating in quantity and 
quality according /o the caprice of weather, pests, floods, and human 
nature; and demand, on the other hand, is no less arbitrary, spas- 
modic, and wayward. But, if some central agency gathers these 
supplies together, classifies them into lots of ap{)ropiiate size, and 
directs them into channels where demand is at the moment most 
keen, all parties arc benefited. A large part of consumers’ wants 
cannot be put in the form of definite orders some time ahead, and 
only a small portion of supplies can be definitely promised in advance. 
Accordingly a clearing-house is needed, where current supplies can 
be olTset against the day’s demand. 

This consideration looks over into the second division, namely, 
the middleman’s service to the consumer. To only a small extent is 
the modern consumer able to connect himself directly with sources 
of supply. He possesses neither the facilities nor the knowledge. 
His elaborate market-basket is filled from all over the world, from 
places he wots not of, and yet is replenished daily from stocks which 
have been brought within his daily reach. Commercial agencies of 
supply are scouring the world for better goods and constantly seeking 

’Adapted by permission from E, G. Noursc, “Middlemen in the Produce 
Trade," in Hamilton's Current Economic Problems, pp. 163-65. (The University 
of Chicago Press, igi6.) 
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better means of bringinj; them to the place of use and keeping then) 
in the l)ost condition until the time of use. 

Alonj^side of these commercial activities of the produce dealer is 
a iJiird class of service which may be called ‘‘ technical ’’ -Uie actual 
handling of the goods, storage, repacking and regrading, culling, 
sorting and fitting to meet needs or whims of the buying public. It is 
the oft-rei)eated comment of the dealers that most people buy, not 
according to reason, but according to their jiiejudices, not to get 
nourishment or llavor or real excellence, but to please the eye. 'I'he 
extra labor and material thus necessarily pile up extra cost. 

Storage is jiartly a technical service, but it is chargeil for on a time- 
basis and so comes also under tlie heat! of financing services. 'I'his 
fourth class of the middleman’s services is of great importance and 
yet is entirely overlooked by those who reg.ird him as engaged in 
merely passing goods from hand to hand. W hen the householdei 
buys his a[)ples or potatoes only as he needs them, and jiays for them 
only at the end of the month after they have been consumed, he 
should not forget that someone has tin. meed that portion of his living 
ex()enscs. Ibit the dealer goes faithei back and finances the trans- 
|>ortation and pe.haps the growing of the crop, '^'his service doubly 
benefits the producer, bes ause without it producers would be cri[)pled, 
up{>hes curtailed, and prices advanced. 'I'his is not to say that 
pioducers may not in time arrange to finance their own operations, 
but so long as tlie middleman is called ui)on to clo it he is undoubtedly 
performing a service which shouhl not be <neilooked when we are 
balancing his account with the public. 

See also 76. 'flic Rise of Functional Middlemen. 

93. IS EXCHANGE PRODUenVE? 

Is the middleman a “producer” or is he a “parasite”? Let us 
begin by recalling w'hat it means to produce. Man cannot bring newv 
matter into existence; he can only “confer utilities” upon existing 
matter, and, with reference to the “production” of material goods, 
we have come to cla.ssify these utilities as (a) those of time, (b) those 
of place, and (c) those of form. The question accordingly becomes 
this: Does the middleman make possible an increase of any or all of 
these kinds of utility ? 

The answer is simple so far as time utilities are concerned. Any- 
one who performs the function of storage (and in one form or another 
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the middleman docs a deal of this) is “conferring utility." He is 
taking goods at a time when their (marginal) utility is low, presum- 
ably because of the large quantity existing at that time, and keeping 
them until a time when their (marginal) utility is greater, presumably 
because of the smaller quantity available in proportion to needs. 

The answer is really not more difficult with rc'-pect to place utility. 
'I'he middleman takes goods from the place where they arc “less 
wanted” to the place where they are “more wanted,” whether he be 
operating as a delivery boy or as a railroad tralTic manager. He has 
“conferred utility” by taking goods from a place where their 
(marginal) utility is low to a place where their (marginal) utility 
is high. 

An increase in the total available form utility also comes about, 
indirectly, throu'di the work of the middleman, lly taking over cer- 
tain functions he makes it possible for the maker of a good to specialize 
and thus to increase the total available form utility in the community. 
This is, of course, only true in the cases where the gains of specialization 
exceed its losses -but those cases arc legion. 

But can the foregoing statements be true? If they are, how can 
we account for tiic too common notion that the middleman is a 
fiarasilc? Isaih will decide for himself how convincing is the logic 
of the statements made. As for the prevalence of the notion that the 
middleman is a parasite, the explanation is readily forthcoming. 

In ])art it rests upon a misapprehension of the issues in the case. 
It is one thing to say that the middleman is “productive”: it is 
another thing to assert that his function is performed with loo per cent 
efficiency. xMany people who have criticized (])roperly enough) the 
social wastefulness of some of the operations of the middleman have 
jumped to the erroneous conclusion that they are criticizing his 
Junctions, and their hearers and readers have accompanied them in 
that error. 

Still another reason, and probably a more im[)ortant one, lies in 
our social inheritance of economic doctrines of the days of local 
self-suflicicncy and customar}' industry — doctrines which weiecrystal- 
li/ed in pronouncements of church, gild, and state and which have 
come down to us and arc now misleading us in an organization of 
industry vastly dilTercnt 
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J). Some Phases of Market Structure 
04 . Tin-: MARKE'r 

Few words arc u^cd with a greater number of connotations than 
is the term market. Pcrha[)s the two extremes are rej)res('ntcd by 
thc^'C case^: (a) the use of tlie term to mean a village market-idaee 
with Its buying and selling operations, (/;) a more abstract use of the* 
word carrying the connotation of a great social institution covering 
a range of activities almost as broad as modern economic life. The 
layman is likely to think of a market as a specific t)lace, but if his 
attention is called to ceitain matters he at once agrees that the ])lace 
is not necessarily the signilic.int element. He will talk of the cotTee 
market, the money market, the labor market, or the securities market 
quite without reference to any given locality. There is a market 
u'hen fJie [ones oj demand and supply are hromiht toyeiher. 

In other words, the exchanging fumtions of our society and the 
market functions are one and the same, just as exchange is a very 
broad term, embiai ingall the ( ommerc ial tiansa( lions of o\ii sonety, 
so also is matkd. Ours is a market sodety, organized on a pru e basis, 
the prices being '‘stabhshed in the market, in the exchanging oj)erations 
of society. A discussion of the imiilications of tliis statement would 
be more or less meaningless at this stage of our work. It will suflue 
for prestuil pur[)()ses if we t an begin to think of the market as a soc'ial 
institution of great signifuaiue -one which covers the commercial 
o])eiat!ons of the banker, the employer, the renting landlord, the- man 
going into employment, the bond house, and the investor as truly 
a^ it does the acts of a wholesaler or the transactions on an organized 
exchange. 


See also 129. 


133 - 

i34. 

229. 


A Classification of Banks and Ty|)es of Banking 
Oj>erations. 

The Services of Bond Houses. 

The Functions of the Stock Exchange. 

A Favorable View of Wall Street. 

The Organization of Uie Labor Market. 
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<)S. THE FRAMEWORK OF A MARKET' 

The diagram on p. 25^ is designed to show the eenfral po'^ilion 
occupied by our market methanism as a mediating furLe between 
producers’ supplies on the one hand and consumers’ demands on 
the other. Beginning at the toj> of the diagram, and following it 
downward, we pass from natural determinants of what tan be pro- 
duced to rational determinants of v\hat i>ha!l be produced. The 
“business of farm production” is very much influenced by the char- 
acter and activities of the market. What a [)articular farmer or a 
given section decides to produce is based very much upon the will- 
ingness which marketmen have indicated to handle one or another 
class of product. Often the dealers give assistance, financial or other, 
in order to stimulate the production of some certain article. Trans- 
[)ortation, while not strutly a marketing agency, yet occupies a 
highly important internu'diale position, determining the possibili- 
ties of bringing any given demand within touch of any particular 
source of supply. We might say that it makes any actual stock an 
(’jfcctive supply for such a market zone as it reaches 

If we turn to look at the matter from the side of demand, the 
im[)ortant intluencerof the market mechanism again appears. Begin- 
ning at the bottom of the chart, we find demand resting upon condi- 
tions of physiological necc'ssity which aie ti.xed in character Ikit we 
see, as w'e look at the other factois in the making of effective demand, 
that there is a considerable held within which the agencies of the 
market are able to modify and direct the chaiacter and volume of 
actual market demand. The work of advertising, of making tempting 
clis[)lays of certain goods, or of selecting {larticular articles in whose 
interest the buying public is to be vigorously solicited all these 
activities of the market go far to modify intellectual estimates or 
social esteem and to determine the distiibution of the family income 
to various classes of e.vpenditures or even the relative portion which 
shall be spent or which shall be saved. 

We need to get away from thinking of the j)rocess of price-making 
in vague general terms and in the passive voice. It is a very concrete 
process, made up of a large number of personal transac tions, and the 
precise conditions under which each of these personal transactions 
takes place are created by the activities of our marketing system. 

’ Taken by permission from E. G. Nourse, AgrimUnral Eionomics, pp. 485 -86 
(The University of Chicago Press, 1916 ) 
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96. TYPES OF MARKET DISTRIBUTION FOR 
ORDINARY GOODS 

A* 

The middleman is a by-product of a complex industrial organiza- 
tion. Chart I shows in rough outline the evolution of the middleman 
from the early period when producer dealt directly witli consumer to 
the appearance of the orthodox type of distribution (late in the 
eighteenth century and in the first quarter of the nineteenth century) 
when a complicated series of middlemen existed. It should be noted 
that this chart represents the typical case of the domestic product 
rather than that of imported commodities. 

In the early days of the factory system, shown in Chart II, we 
find that the producers have lost their character as merchants and are 
devoting themselves to the problems of production. The pressure on 
production has continued, and witli the increasing intricacy of 
industry producers have found it necessary to concentrate their 
attention on production. The selling agent appears as a link in the 
chain of distribution to relieve the producer of the task of selling his 
product. The selling agent undertakes to sell the entire output of the 
producer, distributes it among wholesalers, who in turn distribute it 
to retailers, and the retailers to the consuming ])ublic. 

This may be termed the orthodox type in distribution, a type 
almost universal in the early decades of the nineteenth century, and 
still common, as in the textile industry in New England. 

Just as the long period of development from a system of barter 
economy to the early decades of the factory system showed a con- 
tinuous tendency for increase in the number of middlemen intervening 
between the producer and the consumer, so recent years have shown 
a growing tendency to decrease the number of successive steps in 
distribution. The tendency is apparent in nearly every industry and 
has been clearly marked in recent years. 

Chart II is an attempt to show diagrammatically the development 
of this tendency to decrease the number of successive middlemen. 
By the use of salesmen going directly to tlie wholesaler and by adver- 
tising directed to the retailer tlie producer has displaced the selling 
agent in many cases. Sometimes tlie advertising is directed not only 
to the retailers but also to the wholesalers. To strengthen still 

‘ Taken by permission from A. W. Shaw, “Some Problems in Market Distribu 
tion,” Quarterly Journal of Economics, XXVI (1912), 725-30, 
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further his position llu* producer will ollon Uso ;i(lv('rlisiiu; diiei ted to 
the consumer to build up a demand for his j)rodiu t riiis invoKcs 
the necessity for a product dirfeienti.iled b\ tiade inaik, biand, or 
trade name When the produeia thus direitly builds up a (hmiand 
amon;^ (on^uniers, he often lakes the further step of sendinit his sales 
men to the lelailei, thus omiltin'j; the wholesaler enlireb' luen his 
system of distribution 

The most extieme stc^p m the process is the (omplete elimination 
of middlemen, and the sale diiaat from the men haiU-prodiu er to the 
consunu'i, either bv adxeilisinLt ahtne oi b\ salesmen suppleiiu-nteil 
by ad\ (‘I'tisue.; Manuf.u luiets of spcuallu's have* laicub' adopted 
this s( lu me of dis( I ibul loll and t lu- eiioi mous Ltrow t li of the mail ordi'i 
business, in i ei uit \ uii s uix fs r \ idem e that m some hiKs of disii ibut ion 
there are economies in thm s\siem. 

B' 


Disti ibutin,!^ yoods throiiLth wlioh-saler and retailer may be 
called the (Usiomaiy or rc'jauku diannel ol dist i ibul loii Idom this 
method there are mane xaiiatioiis In some* lines theie an* iiioie 
than these two links, while in others the two haxdbeen (omeiitiated 
into one 1 he stiuj^Ltle for markets amonu jirodiuers both lar^e and 
small hax'e tended to make distiibution \ery complex, and when 
(ompetilion is free and umhc-cked, chan^n-s from one system to 
anothci are both fiecjuciit and abrupt So-called eliminations of 
middlemen have proceedcsl from both emls of the* system Manx' 
lai'Lfe retailers, such as the* depailmcmt store's, have sent tlnir buyers 
direct to the prodiicc-rs to inociire supplic-s, while many of the* [iro- 
duceis have yone direct to the retailers ami exc*n to the consumers 
with thc'ir^oocls 'I'liere has been a ymeat deal of e.\j)erimenlm^ and 
some chan^dii<4 back and forth Not all ch.imtes have been made 
in the Interests of economy 1 ii< lion with present systems has bc*en 
not the least amon.it the caimc-. for establishing nexv channels in many 
casc-s As an illustration of the number of methods of distribution 
emplo)ed by lar^e produce! s, it is a fact that out of io2 concerns 
dome: national adx erlismit, r 7 sell to jobbers, i.Sto retailers, ir ihron^di 
ai^encies, and d to consumers direct; 2 () sell to both jobbers and 
retailers, 13 to retailers and through agencies, 4 to jobbers, letailcrs, 

‘ Taken !)>' pcrnnis'iion from Paul II Xxstroin, I he luo/ionuc, nj Retailing, 
p|) j7 40 (The Ronald Press ('o /ipcs ) 
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and through agencies, i to both consumers and retailers, and i to 
jobbers, retailers, and consumers. 

To give a clear idea of the customary channels of distribution 
in the main lines of trade passing from the producer to the consumer 
through retail stores, the following charts are presented; 
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* Taken by permission from a pai^er read by Victor K, McElheny, Jr., 
before the Pan-American Scientiiio Congress, December 27, 1915 — January 8, 
1916. (Copyright by the American Fruit and Produce Auction Association.) 
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97. PRODUCE EXCHANGES* 

Modern produce exchanges are the product of the last sixty years 
and have developed in all the leading grain, cotton, and provision 
centers in res[)onse to the desire for large and well-organized markets 
Their ancestry has been traced back to the large and flourishing fair^ 
of several centuries ago, which [)revailed in many parts of Pmrope. 
Probably the first instance of a modern exchange is that of the Ant- 
wer[) Bourse, established in the middle of the sixteenth century and 
followed soon after by the Royal Exchange of London. Commodities 
were bought and sold here upon certificates, although the general 
warehouse or elevator recei[)ts, to be described sliortly, were develo[)e(l 
much later. 

With the development of enormous agricultural areas in the 
nineteenth century large surplus stocks of agiicultural staples were 
created which far exceeded local demands. This surplus stock 
required a world-market for its proper distribution to the consuming 
centers, and the development of such a market was greatly facilitated 
by the tremendous strides of the last century in methods of transpor- 
tation and communication. Instead of the local fair, the trade now 
re(|uired a market where buyers and sellers from all parts of the world 
might meet to make transactions in jierson or by representatives. 
Convenience and [)romptness in buying and selling now became 
essential. Uniformity of usages, high standarcL of conduct, detailed 
organization of every branch of the trade, and efliciency in the opera- 
tion of the business became highly desirable. And so about the middle 
of the nineteenth century numerous e.xchanges, sometimes also called 
boards of trade, chambers of commerce, and bourses, were organized 
with a view to standardizing trade and giving to it the conditions 
just enumerated. The Chicago lioard of Trade was incorporated 
in 185Q, although organized in 1(848. 'Fhe New York Produce 
Exchange, having existed as an unincorjiorated association since 
1850, was incorporated in 1S62. The Merchants’ ICxchange of St. 
Louis assumed the characteristics of an exchange in 1854. The 
New York Cotton Exchange was organized in 1870, to be followed by 
the Minneapolis Chamber of Commerce in 1881, and the New York 
CotTee Exchange in 1882. Among the other American produce 
exchanges where buying and selling is conducted may be mentioned 

' Aciaptecl by permission from S. S. lluebner, “The Functions ot Prociuce 
Kxchan^es,” Annals of the Anuruan Aiddemy of Polilnal and Sotial Science, 
X.\.\\ 111 (191 1), 319 39 
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those at Duluth, Kansas City, Missouri, Omaha, Milwaukee, New 
Orleans, Winnipc", Toledo, Detroit, and Buffalo. 

A modern produce exchange may be defined simply as an orj^an- 
ized iiKukct-place which enables j)eople to buy and sell freely (eitain 
commodities either in person or through a broker, and whirh in 
order to facilitate such trade has for its fundamental objects the 
promotion of uniformity in customs and usages, tlie inculcation 
of prifKiiiles of justice and equity m trade, the facilitation of the 
speedy adjustment of business disputes, the dissemination of valu- 
able commercial and economic information, and the securing to its 
members all the benefits of co-operation. The exchange itself is 
not organized for the making of money, and does not ti\ prices 
or make transactions in the trade as an organized bo<Iy. It is 
merely instrumental in affording a convenient market-jikue, in regu- 
lating trade, and in disi i[)lining the conduct of its membeis. Its 
members act on their own responsibility, d'hey may do as mudi 
business as they like, provided tlicy confoim to the standards which 
the rules of the exchange pre^ciibe for the regulation of the trade. 

I. EXCHAN’GES GIVE IHE QUALITY OF MOBILllY TO PRODUCE 

The delivery of warehouse receijits on exchange contracts gives 
to the grain, cotton, and j)ioduee tliey represent the same quality of 
mobility, for purposes of sale or de[)osit as collateral, as is given to 
cor{)oratc j)ioperty repiesented by stocks and bonds listed on our 
stock exchanges. If it were not for organized markets and the exist- 
ence of warehouse receipts, the vast (juantity of produce lying in 
warehouses and elevators, aggregating hundieds of millions of dollars, 
would not be available for business purposes except in a very crude 
way. If the holders of sudi produce wished to borrow against it, it 
would be necessary each time to have the creditor see and inspect the 
same; and every such inspection w'ould necessitate great incon- 
venience and unnecessary delay and expense. 

At present the greater part of the country's enormous crops is 
purchased from the farmer by warehouse and elevator men during 
the three or four months of the crop moving season, and is then gradu- 
ally sold to the consuming public (luring the balance of the year. The 
farmers, as a rule, demand immediate cash payment, although the 
grain dumped on the market greatly exceeds the current demand. 
This accumulation of grain in elevators and warehouses, the grain 
being paid for as soon as it ledves the farmers’ hands, requires the 
10 
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expenditure of hundreds of thousands of dollars in excess of the 
available capital of the buyers, this in turn necessitating on their part 
extensive borrowing from bankers against so-called “grain paper.” 
If grain buyers could not borrow against their purchases, it would 
mean that upon buying a consignment of grain, they would have to 
transport the same wdth a view to selling it in another market and 
wait for tlie proceeds of the sale before making a new purchase. Tliis 
might necessitate several weeks’ delay. Since their business is a 
highly competitive one, depending upon the making of a small profit, 
averaging about i per cent on the present value, such delay would 
make the grain buyers’ businc.ss not only an unprofitable one but 
would greatly handicap them in getting their share of the grain 
within the three or four months of the crop moving season. To make 
the grain buying business profitable, it is necessary for the buyers to 
transact the business on credit, and it is estimated that approximately 
nine-tenths of the country’s grain and cotton crop is originally 
purchased with borrowed funds. 

II. EXCIIANGKS FURNISH A CONTINUOUS MARKET 

But, it will be J>sked, why do bankers lend so extensively on grain 
paper when they know that the price of the grain held as collateral 
may decline in a week or two by much more than the lo per cent 
margin ? The answer is that they do so partly because the grain may 
be hedged against such price iluctuations, and also because they know 
that grain always has a ready market on our produce exchanges, thus 
alTording them ami)le opj)ortunity at any time, if they deem it neces- 
sary, to sell the grain held as collateral before the margin of lo [)er 
cent on the loan is exhausted. During every hour of every business 
day, there is always present on our produce exchanges a group of 
brokers and speculators alwa\'S ready to buy and sell, and so numerous 
as to furnish a continuous market where in the course of a few minutes 
and with the sacrifice of only a small amount m the price, hundreds 
of thousands of bushels of grain may be cither bought or sold. This 
continuous feature of largo produce markets serves as a means of 
insurance to farmers, bankers, grain dealers, speculators, and manu- 
facturers in so far that it gives positive assurance to all holders of 
grain, cotton, and produce that, in case of Necessity, they can, at a 
moment’s notice, by selling it at approximately the prevailing price, 
convert that produce into cash. 

The existence of such continuous markets is greatly facilitated by 
the presence of a group of speculators who are willing to buy any 
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supply that may be ofTercd, because in their judgment a profit will 
be derived by selling it at a future time. The advantage of such con- 
tinuous buying to the banker has just been explained; and its abso- 
lute necessity to all who wi^h to hedge their holdings of produce will 
be explained shortly. lUit a continuous market throughout the year 
and at reasonably steady i)iices is also essential to the farmer. As 
staled, farmers realize upon the larger part of their crops shortly after 
harvest, and were it not for the large group of buyers who are alwavs 
willing to take the grain with a view to storing it and selling it for 
future delivery, it would necessarily follow that ])rices would fall 
extremely low at harvest and rise unduly just before harvest. 

III. PRODUCE 1 XCIIANGKS ARE CLEARING HOUSES OF INFORMATION 

Produce exchanges also serve as a woild’s clearing house for trade 
and cro]) information, and in this respect render an invalu.ible service 
to producer, middleman, and consumer. All our leading crops are 
produced over such large areas that few indi\iduals have it in their 
power to keep in daily touch with current ciop and trade events 
e.xxept it be in their own particular locality. 'Phe prices of nearly 
all leading cereals are dctermin(‘d by national 0^ w'orld-wide con- 
ditions, and the favorable or unfavoiable condition of a crop in one 
locality or country may be so outweighed by the oj)posite condition 
elsewhere as to render worthless a price cjuotation based upon local 
evidence. 

Today, however, ail the leading produce exchanges are in constant 
touch with crop conditions, weather reports, the movements of grain, 
changes in freight rates, the rale of consum]>tion, economic legislation, 
political complications, etc., and all this information as currently 
received is given immediate expression in the form of j)urt liases and 
sales at pi ices which are immediately transmitted by wire to all the 
trade centers, and soon made available to the general public by the 
daily press. Communication by wire and the ticker has connected 
the world’s exchange markets so as to make them practically one. 
Only a few minutes will serve to place the leading foreign exchanges 
and such important American markets as those at Chicago, New 
York, Minneapolis, Duluth, St. Louis, Kansas City, and Toledo in 
possession of each other’s quotations. All the leading exchanges spend 
thousands of dollars for the prompt acquisition of information. This 
information covers a very wide range and relates to the size and 
quality of the growing crops he’re and abroad, daily changes in the 
weather, etc., affecting the crops, the volume of sales and the price. 
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the arrival and the shipment of car^^oes m leading; markets and foreign 
centers, and the “visible supply” here and abroad. 

The value of this prompt and elaborate collection of trade informa- 
lion is fourfold, viz.: 

1. It makes possible the discounting of the future^ i.e., it enables 
dealers and speculators to exercise their best judgment at once in the 
form of actual transactions, and thus to reflect this current information 
in the cjuotations long before it would otherwise be impressed u[)on the 
general public. 'I'hus, the eilect of a short or bumper crop upon prices 
IS reflected, i.e., discounted, weeks in advance. 

2. It steadies prices. -The daily discounting of current events 
makes unnecessary, except in rare instances where manipulation has 
interfered with the smooth working of the organized market, a sudden 
decline or rise in price upon the wide pubhc.ition of events which have 
been slowly developing. An elaborate statistical compilation of 
prices coveiing a period of forty years, one-half of this period ante- 
dating dealings on exchanges and the other half following the intro- 
duction of such exchanges, shows cleaily that the fluctuations in the 
price which the farmer received for his grain or cotton was not nearly 
so great during the twenty years when exchange markets were in 
operation as it was prior to the existence of exchanges 

Without organized e.xchanges for the immediate discounting ol 
information, the individual producer would find himself in a most 
defenceless position, unable to know the fair value of his crop from 
day to day. In this respect the produce exchanges serve the producer 
in the same way that the stock exchanges benefit the holder ol 
securities. 

3. It helps to regulate the rate at whkh the year's crop is consumed. - 
'I'he modern grain and cotton markets are so organized today that the 
distributing interests in the trade are constantly informed as to the 
“visible supply” on hand, which may be defined as representing all 
grain, or any kind of given produce, which is stored in warehouses, 
elevators, cars, or boats, and which is available for purchase. It is 
a well recognized fact that the exchange ([uotations for contracts which 
call for delivery in the new crop months depend not entirely on the 
prospects of the new crop, but are vitally influenced by the smallness 
or largeness, as compared with previous years, of the old crop y et 
unsold, as reflected by the “visible supply,” or by statistics relating 
to holdings which have not yet left the producer’s hands. If the 
visible supply, considered in connection with the known stocks of 
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grain still in the farmers’ hands, is unusually low as compared with 
the same supply a year ago, it is likely under normal conditions that 
the price will be bid up and consumj>tion decrease, and if unusually 
high it may be expected that prices will decline and consumption 
increase. In this way the moxement of prices will indirectly benefit 
the community by regulating consum[)tion so that each year’s croj), 
whether large or small, just happens to meet the needs of the con- 
suming w’orld. 

4. It serves to level prices between dijjerent markets.— Rdcreme is 
had here to the practice of “arbitraging” between markets. Arbi- 
traging may be defined as the making of two transactions, one a 
purchase and the other a sale, in dillerent markets or in the siime 
market between two ditTerent subjects of trade, at about the same time 
with a view’ to shax-ing a profit because the j)rice in the one market, 01 
the one subject of trade, is lower than in the other. 

98. I'llh: COTTO.N EXCHANGE OF NEW ORLEANS* 

The exchange is composed of 9 classes: 

1. Commission merchants who sell cotton for planters. 

2. Exporters who buy cotton for spinners ind merchants in 
Europe, 

3. Merchants who buy cotton for spinneis in the United Stales. 

4. Bankers through whom all bills of exchange drawn against 
cotton are negotiated. 

5. Ship agents who represent the great fleet of steamers and sailing 
vessels by which the cotton is carried abroad and to domi'stic ports. 

6. Insurance agents who arrange the insurance on the bulk of the 
cotton seeking a market through this port. 

7. Cotton brokers. 

8. Expert judges of the raw material, who buy cotton from repre- 
sentatives of the planters for the merchants who ship to I'mrope and 
to American spinners. 

9. Future brokers, who buy and sell contracts for forward delivery 
for account of members of the exchange, or for merchants and spinners 
in Europe and the United States. 

See also 193. Pledging: A Form of Speculator’s Contract. 

194. A Case Where Organized Speculation Was For- 
bidden, 

' From the Report of the Industrial Commission, 1901, XI, 97 
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99. STOCK EXCHANGES* 

Much that is to be condemned appears in their conduct. But 
they are after all productive institutions. They play useful, almost 
indispensable, roles in the economic order. Their most important 
function is to render more efficient the capital of the country. 

a) They make investment easy. 

b) They make withdrawal from an investment easy, and, in so 
doing, make capitalists more disposed to invest. 

c) They bring together all classes of investments, make clear their 
disadvantages, and so appeal to all classes of investors, e.g., those 
who wish above all security; those who demand a chance for large 
returns, those who can wait indefinitely for returns of any sort; etc. 

d) I'licy make the properties represented in stocks and bonds per- 
fectly available as a basis for loans. (Banks will readily accept such 
bonds and stocks as security, seeing that there is a continuous and 
unlimited market where these properties can be disposed of at almost 
any moment.) 

e) It is worth noting that the stock market furnishes government 
with the best available clue to the value of corporate properties when 
these are needed for the purposes of taxation or social control. 


See also 133. The Functions of the Stock Exchange. 

134. A Favorable View of Wall Street. 

E. The Role of the Individual 
100, THE ENTERPRISER* 

A scheme for combined production must originate in the mind of 
some person; and somebody also is required to organize it and to take 
the risk of his labor being wasted. These different functions are usually 
combined in the same man. An idea occurs to a man, who is not well 
satisfied with his present employment, that there is money to be made 
in tlie manufacture of some article— it may be a new invention, or it 
may be a well-established article of commerce now transported from a 
great distance. He estimates the probable demand, in a neighbour- 
hood which he selects, for the article in question, at various prices at 
which it might be pohsible to manufacture it; he next makes an esti- 

* Taken by permission from F. M. Taylor, Principles of Economics, pp. 295“9b. 
(University of Michigan, 1916.) 

* Taken by permission from H. S. Jevons, Essays on Economics, pp. 224-26. 
(Macmillan and Co., Ltd., 1905.) 
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mate of the probable cost of production; and, if the probable proceeds 
show a sufficient mar;^nn above the cv)->t of jiroduction, and the business 
is likely to jirove jirulitable, he feels free to do his best to inauj^urale 
the undertakin^c 

It will be ^\('!l to dcsi^^nate a man who thus ventures on any new 
scheme of j)roduclion by some descjiptive term. For this I pro- 
pose the old i.iiylisli word enter pw^er, one which was formeily used 
to denote an\’ per-on sfartini^ uj)on an advenluie or enterprise, but 
has now fallen into dimse 'I'he word has aheady been ouasionallv 
used by writers on I'aonomiis in much the sense which I shall lune 
^dve it; but it has not yet found a plac e in the l(‘\tbooks of the si ience 
d'he onl\ laiylish word which has been used with the same meaninj^ is 
laidcrlnkei , but this won!, thnindi \eiy expics^ive of the eionomic 
meamn'’;, aKo bears a somewhat im onyu uous su;;,i;estion. d'he h'rench 
synon\m, ent)fprntcu}, has been laii^ely used by l'ai}.;lish writers, and 
a German term, uiiternchmer, occasionally. 

See also 199. The Fmtreprcneur as a Risk-Taker. 

327. The Functions of the Fntrepnmeur. 

328. Is the Fntrepreneur Active or Vassivc? 

loi. IIIF 1 M)I\II)IJ.'\L AND THE GAIN SPIRFD 

'fhe present oiyani/ation of industry is sometimes described as 
ca])italis! 1C, and the term is (jiiite pio()erly a])i)hed, if all that is meant 
In it is that in our part of tin* woild the greater part of industiw* and 
projierty is immediately controlled by [)ersons and in^tituti<)ns, whose 
object is to make a |)rorit on their capital. In Western Icurope and 
America it is certain that the majority of workcis work as thev are 
directed to work by persons and bodies of persons who emj)lo\’ them in 
order to make a piotit by ttettinj^ more than they pay for all e.\pens<‘s, 
and who reckon the profit as a ])ercentage on their capital 'fhe 
greater part of the property is also in the hands of such jiersons ami 
institutions. But we are not to conclude from this that these {)ersons 
and institutions exercise any really spontaneous control over man- 
kind and the useful things upon the face of the earth They arc 
only intermediaries between the consumer on the one side and the 
persons whose work and property are necessary for production on the 
other. They can only get their profits in consequence of a careful 

‘Taken by permission from Edwin Cannan, Wealth, pp. 104-5. (F- S. King 
& Son. Ltd^ 1914-) 
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attention to value which compels them to agree on the one side with 
the consumer with means, and on the other with the workers whom 
they employ and the owners whose property the\' use. Their profit 
is dependent on the price the consumer w ith means will give, anil on the 
prices at which they can obtain the things and services necessary for 
the production. If the consumers for any reason tlioose to place a 
lower value on some commodity or service which is being produced 
by “capitalistic” methods, the profits fall off, and all or some of the 
persons, firms, or companies engaged in the trade are compelled, 
or at the least find it better, to reduce their output. And the same 
thing happens if, on the other hand, the value of some of the necessary 
elements of tlie production rises; profits are reduced until the amount 
produced is cut down, so that a rise in its price takes place. 

Thus everyone, including the capitalist, is governed by tlic desire 
of being able to produce commo< lilies and services of high value 
A man capable of several different kinds of work of equal pleasantness 
will take up that which “pays” him best. If he is well disposed 
towards his children and able to train them for several such dilTerent 
kinds of work, he will train them for that kind which will “pay” 
best after allowing for the cost. If he has {iropeity, he will devote 
it to the purpose which will “pay” best. Whetlier he works for a 
person who consumes for his own satisfaction what he produces, or 
for a person or firm or company which sells what he makes to the 
final consumer and wants to secure a profit, matters not. 

102. COMlT-yiTTlON PLACES THE INDIVIDUAL' 

The function of personal competition, considered as a part of the 
social system, is to assign to each individual his place in that system. 
If “all the world’s a stage,” this is a process that distributes the parts 
among the players. It may do it well or ill, but, after some fashion, it 
does it. Some may be cast in parts unsuited to them, good actors 
may be discharged altogether and worse ones retained; but neverthe- 
less the thing is arranged in some way and the play goes on. 

That such a process must exist can hardly, it seems to me, admit 
of question: in fact I believe that those who speak of doing away with 
competition use the word in another sense than is here intended. 
Within the course of the longcbt human life there is necessarily a com- 
plete renewal of the persons whose communication and co-operation 

'Adapted by permission from C. H. Cooley, “Personal Competition,” Eco~ 
nomic Studies. IV, 78-83. (American Economic Association, 1899.) 
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make up the life of society. The new members come into the world 
without any legible sign to indicate what they are lit for, a mystery 
to others from the first and to theniscKes as soon as they are capalile 
of reflection; the young man does not know for what he is adapted, 
and no one else can tell him. 'I'he only possible way to get light upon 
the matter is to adoj)! the method of e\j>eiiment. By trying one 
thing and another and by reflecting ii]H)n his exjH'riences, he begins 
to lind out about himself, and the world begins to find out about 
him. His fiehl of investigaticui is of course restiicted, and his ow-n 
judgment and that of others liable to erior, but the tendency of it all 
can hardly be other than to guide his choice to that one of the avail- 
able careers in wliii h he is best adapted to hold his own 

There is but one alternative to competition as a means of deter- 
mining the place of the individual in llie social .s) stem, ami that is some 
form of status, some fi.ccd mechanical rule, usually a rule of inheritance, 
w’hich decides the function of the individual without reference to his 
personal traits and thus dispenses with any proce.ss of comparison. 
It is possible to comadve of a society otganized entirely upon the 
liasis of the inheritance of functions, and indeed societies exist which 
may be said to approach this condition. In India, for examjilc, the 
prevalent idea reganling the social function of the individual is that 
it is unalterably determined by his paientage, and the village bhiek- 
smith, shoemaker, accountant, or priest has his plac'c assigned by a 
rule of descent as rigid as that which governs the tiansmission of the 
crowns of Europe. If all functions were handed clown in this waiy, 
if there were never any deticiency or surjilus of children to take the 
place of their parents, if there were no pre^gress or decay in the social 
system, making necessary new activities or dispensing with old ones, 
then there would be no use for a selective process. But precisely 
in the measure that a society departs from this condition, that indi- 
vidual traits are recognized and made available, or social change of 
any sort comes to pass, in that measure must there be competition. 

Status is not an active proce.ss as competition is; it is simply a 
rule of conservation, a makeshift to avoid the inconveniences of con- 
tinual readjustment in the social structure. 

The chief danger of status is that of suppressing personal develop- 
ment, and so of causing social enfeeblement, rigidity, and ultimate 
decay. On the other hand, competition develoj)s the individual and 
gives flexibility and animation to the social order, its danger being 
chiefly that of disintegration In some form or other. The general 
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tendency in modern times has been toward the relative increase of the 
free or competitive principle, owing to the fact that the rise of other 
means of securing stability has diminished the need for status. The 
latter persists, however, even in the freest countries, as the method by 
which wealth is transmitted, and also in social classes, which, so far 
as they exist at all, are based chiefly upon inherited wealth and the 
culture and opportunities tliat go with it. The ultimate reason for 
this persistence —without very serious opposition- in the face of the 
obvious inequalities and limitations upon liberty that it perpetuates, is 
perhaps the fact that no other method of transmission has arisen that 
has shown itself capable of giving continuity and order to the control 
of wealth. 

103. HUMAN MOTIVES IN ECONOMIC LIFE* 

Man is born into his world accompanied by a rich psychical dis- 
position which furnishes him ready made all his motives for conduct, 
all his desires, economic or wasteful, moral or depraved, crass or 
aesthetic. As Macdougall graphically puts it: “Take away these 
instinctive dispositions with their powerful impulses and the human 
organism would become incapable of activity of any kind; it would 
lie inert and motiohless like a wonderful clockwork whose mainspring 
had been removed or a steam engine whose fires had been drawn. 
These impulses are the mental forces which maintain and shape all 
the life of individuals and societies, and in them we are confronted 
with tile central mystery of life and mind and will.” 

Instincts to their modern possessor seem unreasoning and irra- 
tional and often embarrassing. To the race, however, they are an 
efficient and tried guide to conduct, for they are tlie result of endless 
experiments of how to fight, to grow, to procreate, under the ruthless 
valuing mechanism of the competition for survival. These instincts 
have in the most complete sense of the word survival value. In 
fact, outside of some relatively unimportant bodily attributes, the 
instincts are all that our species in its long evolution have considered 
worth saving. 

All human activity then is untiringly actuated by the demand for 
realization of the instinct wants. If an artificially limited field of 
endeavor be called “economic life,” all of its so-called motives hark 
back to the human instincts for their origin. There are in truth no 
“economic motives” as such. The motives of economic life are the 

* Adaoted from an unpublished article by Carleton H Parker. 
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same as those of the life of art, of vanity and ostentation, of war, of 
crime, of sex. If this hypothesis of instinct motivation he essential, 
and it seems to he tiie heart of modern dynamic [)syeholo^y, then 
nothing is as \atal to a healthy analysis of economic expedients, insti- 
tutions, or legislation, as an understanding of tliis inherited instinct 
equipment. 

A catalogue of instincts is something of a mathematical conveni- 
ence. Any behavior act is usually best studied as a blend of numer- 
ous instinct gratifications but often a single instinct manifestly gives 
the tone and character to the act. Cannon has proven that a major 
instinct can pre-empt (he nervous conduction-equipment and func- 
tion for a time as if it were the only stimulus to activity. lUit the 
most important characteristic of the theory of instinct motivation is, 
that once stimulated the instinct cannot be ignored or suppressed. 
If its normal method of gratification be denied, it has recourse imme- 
diately to secret or often j)erverte<l exjircssion. 1'hc methods of 
roundabout activity of the thwarted iu'^tiiut are disclosed, not only 
in the symptoms of the thousands of inmates of psychopathic wards, 
sanitariums, asylums, and prisons, but also in the minor pei versions 
of labor inefficiency, business breakdowns, dishonesty, violence. 
The human instincts are unchangeable and unsupprc'ssable. The 
alteration alone possible is in the wise “sublimation” or change in 
their methods of gratification. 

Tilt: iNsirxcTS 

Gregarious ness. —This innate tendency can be excmphtied in two 
ways. Modem economic history is full of that strong, iiiational 
phenoma, the “trek to the city.” I'-ven in thinly settled Australia 
half the population lives in a few great cities on the cejast. In South 
America and on the Pacific Coast this same abnormal agglomeration 
of folk has taken place. The extraordinary [>iling up of labor ma.sses 
in modern London, Berlin, New York, Chicago has created cities 
tex) large for economic efficiency, recreation, or sanitation, and yet 
despite these inefliciencies and the fcxxl and fire risk the massing u[) 
continues. Factory em[)loyment, tliough its labor is speeded up 
and paid low wages, grows poiiular for it caters to gregariousness, and 
domestic service is shunned for it is a lonely job. Huddle and con- 
gestion seem the outstanding characteristics of the modern city and 
modern work. 

The second exemplification is seen in man’s extreme sensitiveness 
to the opinion of his group, based on his innate gregarioiisness. This 
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instinct is the psychic basis for his proclivity to react to mob sugges* 
lion and hysteria. In a strike each striker has a perfectly normal 
biological capacity for violence if the group seems to will it. Because 
of this same gregariousness a panic can “sweep’’ Wall Street or an 
anti-pacifist murmur turn into persecution and near-lynching. The 
crowd members find themselves fatally gripped in the mob drift; they 
press forward willingly, all yell and all shake fists, and the most gentle 
spirit will find himself pulling at the lynch rope. Royce has said, 
“Woe to the society which belittles the power and menace of the mob 
mind.” Praise and appreciation will release energy in a labor grou[) 
which has been dormant under the alleged efficient goad of higher 
wages. Man hates to work unappreciated as he hates to live alone. 
'I'he lonely sheep herders become in the end irrational, and solitary 
confinement ends in insanity or submission. 

The slavish following of fashion and fads is rooted in gregarious- 
ness, and the most important marketing problem is to guess the vagaries 
of desire which the mob spirit may select. If human gregariousness 
should weaken, a panic would seize municipal values, professional 
baseball, the advertising business, and world fairs and conventions 
would become im[)()ssible. 

Parental bent, motherly behavior^ kindliness. — In terms of sacrifice 
this is the most powerful of all the instincts. This instinct, whose 
main concern is the cherishing of the young through their hel[)less 
[leriod, is strong in women and weak in men. The confident jircsence 
in economic life of such anti-child influences as the saloon, licensed 
prostitution, child labor, police control of juvenile delinquency can 
be well ex[)lained by the fact that political control has been an in- 
heritance of the socially indilTcrent male sex. The coming of women 
into the franchise jiromises many interesting and profound economic 
changes. 

The disinterested indignation over misery-provoking acts is the 
basic stimulus to law and order and furnishes the nebulous and efficient 
force behind such social vagaries as the Anti-Saloon League, Society 
for the Prevention of Cruelty to Animals, the Associated Charities, 
the Movement for Juvenile Courts, Prison Reform, Belgian Relief, 
■the Child Labor League. 

Cariosity, manipnlation, workmanship. — Curiosity and its attend- 
ant desire to draw near and, if possible, to manipulate the curious 
object are almost reflex in their simplicity. Of more economic appli- 
( ability is the innate bent toward workmanship. Veblen has said 
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that man has “a taste for elTcctive work and a distaste for futile 
ctTort.” This desire and talent that man has to mold material to his 
fancied ends, he the material clay or pawms in diplomacy, explain 
much of human activity while waj^rs e\j)lains little. Prisoners have 
a horror of prison idleness, tlerks drift out of stereotype office work, 
and the monotony of modern industrialism has created the new type 
of migratory worker. As James has said, “constructiveness is as 
genuine and irresistible an instinct in man as in the bee or 
heavei .” 

Acquisition, collciiing, (TiVnership . — Man lusts for land and goes 
eagerly to the United States, to South America, to Africa for it It 
is the real basis of colonial policy and gives much of the interest to 
pcac c [larleys. A landless proletariat is an uneasy, thwarted, militant, 
[)r()letariot. The cure for unruly Ireland is jirovcn to be jieasant 
proprietorship, and the social menace in the American labor world 
is the homeless migratory worker. Russian peasants revolted for 
land alone, and this is the single consistent note in the anarchy-chaos 
in Mexico. Man much of the time acquires for the mere sake ol 
acquiring. A business man is never rich enough. If, how-cver, mak- 
ing more money u.ses his ,ic cjuisitive cajiacilies too^little he may throw 
this cultivated haliit-ac li\ ity into accjuiring Van l)ykes or bion/.es 
cj'" (iieek antniues, or, on a smaller and less aesthetic scale, posi.ige 
stam[)s, autographs, or shaving mugs. Asylums are full of jiitiful 
economic persons who, lost to the laws of social life, continue as 
automatons to follow' an unmodified instinct in picking uj) and 
hoarding pins, leaves, scraps of food, jiajier. 'I'hc savings banks in 
large part dcjiend on this instinct for their right to exist. 

Fear, flight . — Man has the capac ity to be fearful under numerous 
conditions. His most important fear, from an economic standjioint, 
is the stereotype business man’s or laborer’s worry over the inscaure 
future. This anxiety or ap[)rehension, which is so [ilenliful up and 
down the scale of economic life, has a profound and distressing influ- 
ence on the digestive tract and in turn on the general health. Much 
of nervous indigestion so common in the ruthless business competition 
of today is “fear indigestion,” is an instinct reaction, and can be cured 
only by removing the cause. 'I’his remocal of the cause is performed 
many times by an ecjually instinctive act, Hight. Flight in business 
may take the conventional form of retirement or selling out, but 
often adopts the unique method of bankruptcy, insanity, suicide, 
drink, or violence. 
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Mental activity, thoughL— To quote Thorndike, “This potent 
mover (workmanship) of men’s economic and recreative activities 
has its taproot in the instinct of multiform mental and physical activ- 
ity,” To be mentally active, to do something, is instinctively satis- 
fying. Much of invention springs costless from a mind thinking for 
the sheer joy of it. Organization plans in industry, schemes for 
market extension, visions of ways to power, all agitate neurones in 
the brain ready and anxious to issue in thought. A duty of the 
environment is not only to allow, but to encourage states in which 
meditation naturally occurs. 

The housing or settling instinct . — In its simplest form this instinct 
is manifested in the gunny-sack tents of the tramps, the playhouses of 
children, the camp in the thicket of the hunter. The squatter has a 
dilTercnt feeling for his quarter section when he has a dugout on it. 
Man wants a habitation into which he can retire to sleep or to nurse 
his wounds, physical or social. The Englishman’s home is his castle. 

Migration . — To every man the coming of spring suggests moving 
on. The hobo migrations begin promptly with the first sunshine and 
the tramp instinct fills Europe with questing globe trotters. The 
advice “Go west, ypung man” was obeyed, not on account of the 
j)ecuniary gain alone, but because the venture promised satisfaction 
to the instinct to migrate as well. 

Hunting . — Man survived through earlier ages by destroying his 
rivals and killing his game, and these tendencies bit deep into his 
psychic makeup. Modern man delights in a prize fight or a street 
brawl, at times even joys at ill news of his own friends, has poorly 
concealed pleasure if his competition wrecks a business rival, falls 
easily into committing atrocities if conventional policy be withdrawn, 
kills off a trade union, and is an always possible member of a lynching 
party. He is still a hunter and reverts to his primordial hunt-habits 
with disconcerting zest and expedition. 

Anger, pugnacity . — In its bodily preparation for action, anger is 
identical with fear and with fear constitutes the most violent and 
unreasoning purposeful dispositions in man. Caught up in anger all 
social modifications to conduct tend to become pale, and man func- 
tions in primordial attack and defense. Anger and its resulting 
pugnacity have as their most common e.xcitant the balking or thwart- 
ing of some other instinct, and this alone explains why man has so 
jealously, through all ages, fought for liberty. Pugnacity is the very 
prerequisite of individual progress. Employers fight a hampering 
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union, union'; a dogmatit oinjdovcr; every imprisoned man is in 
reality incorrigible, students rebel against an autocratic teacher; 
street b(n's gang together to liglit a bully; nations are ever ready, 
yes hojung, to light, and their memory of the co^t of \\:ir is biologically 
a short one In ligluing there is a subtle reversion to jirimitivc stand- 
ards, and early atrocities become the trench \ogue of later months. 
Patriotism wiihout lighting seems to western nations a pallid thing. 
Most of the \igorous elements of modern ci\ ili.^ation remain highly 
compctiti\e and warlike, kithics has a long psy( hologiial waay to go 
in its vitall)’ lua essary task of sublimating the i)UgiKu ious bent in man. 

Rcvolli)!^ at (ouftficmcnl . — 'As al)ove noted, man revolts \'iolentIy 
at any oppression, be it of body or soul. Being held physically help- 
less proiluccs in man and animals such profound fum tional agitation 
that death (an ensue Passive ri'sistancc would be possible only if 
nearly all of man’s inherited natuic could be removed. In j)rimiti\c 
days being held was immediately antei(dent to being eaten, and the 
inherited distaste to jihysiial helplessness is accordingly deej) seated. 
Belgium w'ould rather resist than live, an J.W.W. would rather go 
to jail than (ome nu'ckly olT of his soap box, the militant sutlragettes 
go through the ordeal of the Isnglish forced f(;eding rather than 
acknowledge their inccjuality, Man will die for liberty and droops in 
prison. 

Revulsion . — The social revulsion which society feels toward dis- 
cussions of sex, lejirosy, certain smells is not founded on wallfulness. 
It is a non-intellectual and innate revulsion to the subject. It is 
only in tlie last twenty-five years that the scientilic. attitude itself 
has been able to overcome this instinctive repugnance and attack 
these problems, intimate and perilous to human .society, which have 
languished under the taboo, 'fhe Chicago \hce Commission’s Report 
is replete with taboo. 

Leadership, mastery . — It appears as if man seeks leadership and 
mastery solely because its acr|uisition places him in a better position 
to gratih' his other instinctive j)rc)mptings. But there seems also a 
special gratification in leading and mastering for its own sake. 
Modern life shows prodigious effort paid only in the state of being 
the boss of a gang, a “leading” college man, a “prominent citizen,” 
a secretary or a vice-president, a militia cajitain or a church elder. 
A secret amliition to some day lead some group on some quest, be it 
ethical or economic, is planted deep in our nature. Every dog longs 
*0 have his day. 
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Subordination, submission . — In contrast to leadership man longs 
at times to follow a fit leader. Soldiers joy in a firm captain, workmen 
will quit a lax though philanthropic employer, instructors thresh 
under an inefficient tliough indulgent department head. Eternal 
independence and its necessary strife are too wearing on the common 
man, and he longs for peace and protection in the shadow of a trust- 
inspiring leader. To “submit” under right conditions is not only 
psychically pleasant, but much of the time to be leadcrlcss is definitely 
distressing. 

Display, vanity, ostentation . — This odd disposition gives the basic 
concept for Veblcn’s remarkable analysis of the economic activities 
of America’s leisure class. The particular state of the industrial arts 
with its trust control and divorce of producer and consumer plus 
[lolitical peace has taken from man his ancient opportunity to show 
his unicjue gifts in ownership of economic goods and in valor, so he is 
driven, in his yearning for attention, to perverted activities. Jlc 
lives to waste conspicuously, wantonly, originally, and by the refined 
uselessness of his wasting show to the gaping world what an extra- 
ordinary person he is. d'hc sensitiveness of social matrons to men- 
tion in the society columns, the hysteria to be identified with the 
changing vagaries of the style, the fear of identification with drab 
and useful livelihoods oiler in their infinite varieties a multitude of 
important economic phenomena. 

Ac.v.— Of the subjects vital to an analysis of life, be it aesthetic or 
economic, sex has suffered most from revulsion taboos. Manifestly 
an instinct which molds behavior and purposeful planning profoundly, 
sex as a motive concept is barred from the economic door. Despite 
the proven moral and efficiency problems which arise with the post- 
ponement of marriage due to modern economic conditions, conven- 
tional morality meets the situation literally by denying the sex 
instinct, 

A consideration of such factors as suggested in the foregoing list 
will make possible a healthful revamping of theories of value, of effici- 
ency, of labor peace. Things will have value to man according as 
they contribute to his full psychological life, as they promote the 
expression of his instinct potentialities. Price will with justice, be 
relegated to its place as the football of market vagaries, of changing 
fads, of folkway convenience. Pecuniary civilization will rank with, 
and as no more important than, the cruder civilizations which dot the 
paleolithic and neolithic human eras. The evolutionary concept 
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will replace the odd faith in the permanency of the caj)italistic order 
which radiates from modern convTntional economics. 

104. SOME SHORTCOMINGS OF SELF-INTEREST* 

Assuming as universal an intelligent and alert [)ursuit of the 
interest of self and family, it is argued that wealth and other pur- 
chasable commodities will be i)ro<lu(ed in the most ect^nomic way 
if every member of society is left free to produce and transfiT to 
others whatever utilities he can, on any terms that may be freely 
arranged. For the regard for self-interest on the part of consumers 
will lead always to the elTeclual demand of things that are most 
useful; and regard for self-interest on the part of producers will leati 
to their production at the least cost. That is, the production of ea( h 
commodity wall stop at the point at which an extra quantum would be 
socially estimated as less useful than something else that could be 
produced at the same cost. 

This conception of the single force of self-interest, creating and 
keeping in true economic order the vast and com{)letc fabric of social 
industry, is very fascinating, and it is not surprising that, in the first 
glow of the enfliusiasm excited by its revelation, •it should have been 
unhesitatingly accc[)ted as presenting the ideal condition of social 
relations, and final goal of political progress. And 1 believe that the 
conception contains a very large element of truth; the motive of 
self-interest does w'ork powerfully and continually in the manner 
above indicated; and the difiiculty of finding any adecpiate substitute 
for it, either as an impulsive or as a regulating force, is an almost 
invincible obstacle in the way of reconstructing society on any but its 
present individualistic bases. 

VVe have still to observe that men may prefer repose, leisure, 
reputation, etc., to any utilities whatever that they could obtain by 
labouring. Thus the freeing of a servile population may cause a large 
diminution of production (in the widest sense of the term), becau.se 
the freedmen are content with what they can get by a much smaller 
amount of labour than their masters forced them to perform. In 
short, “natural liberty” can only tend to the production of maximum 
wealth, so far as this gives more satisfaction on the whole than any 
other employment of time. 

‘ Adapted by permission from Henry Sidgwick, Principles of Political Economy, 
pp. 401-13 (Macmillan & Co,, LW., 1887.) 
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The importance of this qualification becomes more clear when it is 
viewed in connection with another. In the abstract argument, by 
which the system of natural liberty is shown to lead to the most 
economic production, it has to be implicitly assumed that all the 
different parts of produce are to be measured, at any one time and 
place, by their exchange value. There is no reason why, even in a 
community of most perfectly economic men, a few wealthy land- 
owners, fond of solitude, scenery, or sport, should not find an interest 
in keeping from cultivation large tracts of land naturally fit for the 
plough or for pasture; or why large capitalists generally should not 
prefer to live on the interest of their capital, without producing person- 
ally any utilities whatsoever. 

The waste of social resources that might result in this way is 
likely to be greater the nearer a man approaches the close of life, so 
far as we suppose self-interest to be his governing principle of action. 
Unless he is sympathetic enough to fi-nd his greatest happiness in 
beneficence, it may clearly be his interest, as his end draws near, to 
spend larger and larger sums on smaller and smaller enjoyments. 
So far, indeed, as a man has any descendants to inherit from him, it 
is perhaps legitimate to assume, as political economists generally do, 
that he will generally wish to keep at least his ca[)ital intact for the 
sake of his heirs; but it is difficult to see what ground there is for 
making any such assumption in the case of persons unmarried or 
childless. 

On similar grounds it may not be A’s interest to expend wealth 
or labour in increasing the efficiency of B, even when such outlay 
would be socially most remunerative, if it is either impossible, or at 
any rate a difficult and hazardous business, for A to appropriate an 
adequate share of the resulting increment of utility. 

There is a large and varied class of cases in which private interest 
cannot be relied upon as a sufficient stimulus to the performance of 
the most socially useful services, because such services are incapable 
of being appropriated by those who i)roduce them or who would 
otherwise be willing to purchase them. P'or instance, it may easily 
happen that the benefits of a well-placed lighthouse must be largely 
enjoyed by ships on which no toll could be conveniently imposed. 
So, again, if it is economically advantageous to a nation to keep up 
forests, on account of their beneficial effects in moderating and 
equalizing rainfall, the advantage is one which private enterprise 
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has no tendency to provide, since no one could appropriate and sell 
improvements in climate. Scientific discoveries, again, however 
ultimately profitable to industry, have not, generally speaking, a 
market value on the same ground, the inventions in which the dis- 
covery is applied can be protected by patents, but the extent to 
which any given discovery will aid invention is mostly so uncertain 
that, even if the secret of a law of nature could be conveniently kept 
it would not be worth an inventor’s while to buy it in the hope of 
being able to make something of it. 

There are other cases, again, in which there w'ould be no dilTiciilty 
in appropriating and selling a commodity, but in which the waste 
of time, trouble, and expense involved in such sale would render it on 
the whole a less economical arrangement for the community than the 
alternative of providing the commodity out of public fiimls. For 
instance, this is likely to be the case with much-frequented roads, 
such as streets and bridges in a town. 

On the other hand, private enterprise may sometimes be sociall)' 
uneconomical because the undertaker is able to approjiriate, not 
less, but more, than the whole net gain of his enterprise to the com- 
munity; for he may be able to appropriate the majn part of the gain 
of a change causing both gain and loss, while the concomitant loss 
falls entirely upon others. 

But, again, the importance to each individual of finding pur- 
chasers for his commodity also leads to a further waste, socially 
speaking, in the expenditure incurred for the sole purpose of 
attaining this result. A large part of the cost of advertisements, of 
agents and “travellers,” of attractive shop fronts, etc., comes under 
this head. 

Hitherto we have not made any distinction between the interests 
of living men and those of remote generations. But if we arc examin- 
ing the merits and demerits of the purely individualistic or competitive 
organization of society from the point of view of universal humanity 
it should be observed that it does not necessarily provide to an ade- 
quate extent for utilities distant in time. 

So far I have left unquestioned the assumption— fundamental 
in the system of natural liberty — that individuals are the best 
judges of the commodities that they require, and of the sources 
from which they should be obtained, provided that no wilful decep- 
tion is practiced. 
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[Note. — The discussion of the r6le of the individual in our 
economic activities should not blind us to the importance of association 
both as an agency of control and as an agency of direct activity.] 

See 138. Classes of Corj)orations. 

290. Trade Associations. 

293. Forces Making for Combination. 

325. Some Res[)onsible Agents (especially section 4) 

400. What Governnient Fs Now Doing. 

F. The Apportionment of Productive Energy 
105. PRODUCTIVE ENERGY AND IT'S APPORTIONMJ.NT 
Let us use the long-established terms, land, labor, capital, and 
organization, to expre.ss in a generalized way the elements of pro- 
ductive energy. Peyond stating that they arc the results of genera- 
tions of development, let us not consider how the present amounts of 
the.se elements came into existence or why thev happen to have their 
present proportions to each other. In any given year, say 1917, the 
total product of the community will be the result of land, labor, and 
capital organized yi industrial and commercial i)rocc.sscs. 



So much for 1917. But what of 1918, 1919, and all the following 
years? Will the product of 1918 be equal to that of 1917? Will 
it be smaller? Will it be greater? There can be no doubt that the 
issue is one of physical fact and not of good intentions or of legerde- 
main. If the piodiictive agents, land, labor, and capital, are in better 
condition and aie better organized, tlie product will be greater; if not, 
the product will be less. 

Will land be more eflicient as a productive force in 1918 than in 
1917? The answer will depend upon many factors. Has new and 
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better land been (lisa>\ere(i ? lias new an«] better land -better, 
considering both fertility and lot ation been made .ute^^ible by the 
development of a new tran^pt)rtatn)n system/ lias new and better 
land been made a\’ailabie through some ih.inge of gt>\ einmenlal 
policy ? Was the t)l(l land ‘‘ butt hered ” in the j)UK.ess of sei ui ing the 
1917 product ? lias the old land been im])rt)veil !>>’ turning bat b intt' 
it some of the 1917 product ? IIa^ there been a change with respet t 
to “organization'’ either with refeieute to tlie management fuiution 
or with reference to the arts and stK-iite'.? 'The issuer aie issuts tif 
fact — mainly of [)hysi(al fatt and wouKl not be essentially (hnerent 
in any other organization of stKiety 

\\ ill labor be more elluient as a productive force in 19 iS than in 
1917 ? d'hat answer also will depend uptui man\' (and siimlar) fat lois 
Has there been a (net) gain in {)opulalion, and has that gam been in 
the portion of the population whiili is axailable for labor? Was the 
original element of the labor fou e “ butclieud " in the jirocess of secur 
ing the 1917 product? Was a suirident proportion of the i(p7 
product turned back into maint<iming and de\eloi)ing the labor foice 
with respect to both its mental and its ph)si<al e(|ui[)ment ? lias 
imi^rovement or deterioiation occuried in methods of organization.'' 
The issues are again mainly issues of plivsital fact. 

Will capital be more efikient as a pioductive force in 1918 tlian 
in 1917 ? The same consideiations ajijdy. Some of the 1917 capital 
was destroyed in the process of utilization, d'his was the fate of 
“circulating capital,” such as raw materials. Most of the remainder 
deteriorated to a greater or less extent. How has this situation bec'ii 
met? Has new (possibly better) capital been made ac.ulable ? Was 
a sufficient portion of the 1917 product turned bai k into ca[)ilal 
renewal, replacement, and betterment to enable the community to 
secure a larger product for the coming years? As far as capital is 
concerned it can be done in no other way. 

It becomes clear that much depends upon the use which is made 
of the 1917 product. Speaking in general terms, that [iroduct may 
be and is utilized in two w^ays. Part of it goes to maintaining, 
replacing, renewing, or increasing the productive energy of the com- 
munity as manifested in land, labor, and capital dhe product so 
used is “consumed [iroductively,” using that term in the broadest 
sense. Not so for the other part of the product. It is utilized in such 
a way as not to increase — it may even be so used as to diminish — 
productive energ}', and this is'unproductive consumjition. 
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Let us now revise our diagram so as to show the influence of the 
1917 product upon that of 1918. The 1917 land, labor, capital and 
organization forces, each individually increased or decreased (as the 
facts may have been in that case) by utilization of the 1917 product 
become now the 1918 productive forces, and upon these forces depend 
t e size of the 1918 product. .Similar reasoning applies for the later 



There remain two matters which de.serve more detailed considera- 
tion. (i) What determines hmv much of the 1917 product shall be 
turned back” into any one of the productive factors— capital let us 
say ? Why not more ? Why not less 7 Why not into land or labor 
instead of into capital? Why was not more of Uie 1917 produce 
turned back,” via productive consumption, into the productive 
actors taken collectively ? The issue is an important one. Upon its 
Mtisfactory solution depends the correct balance of the productive 
forces of the community and thus the size of the product available for 
application to human needs. No organization of society can afford 
to be indifferent to such a problem. 

(2) A.ssuming that we have found tlie answer to (i), and that 
we now have a certain total in each of the factors, how is it settled 
how eadi of these factors of production shall be apportioned amoni^ 
the various industries of the community ? 7'ake capital, for example 
How is It determined what portion of the available total shall be turned 
into industry a as over against industry y, 2, etc. ? This issue also has 
weight. If It is not properly met we shall have “ too much ” of some 
commodities or services and “too little” of others, with consequences 
more or less disastrous, according to the magnitude of the error made. 

As a method of approach to the solution of these problems, let 
us picture the case as it might be in a society ruled by an omniscient 
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benevolent despot. The physical facts and issues would be similar 
to those stated above. Carin" as he would for the welfare of his 
people, this benevolent despot would be interested in seeing that “the 
product’’ was oonsurned productively; that the proiluctive agents 
w'cre kept intact or even increased; that the product was “turned 
back” into the productive agents in the j)r(ipcr proportion; that 
each agent was a})portioncd properly among the various industries 
of the community. Being omniscient -and notJiing short of omnis- 
cience would SLiflice -he would know and judge sanely and well the 
needs of his people and he would know the j)roper mec hanic .il combina- 
tion of the factors. Knowing these things, he would ordcT -using 
authority — social encrg>^ and products to be applied in the i)roper 
way, and, being a despot, he could have his orders carried out. 

But this assumes omniscience. Suppose wc were to have a 
thoroughgoing socialistic society. What then? The same physical 
facts would be present and the same j)roblems. How are they to 
know the needs of the people? Knowing these needs, how arc they 
to control and apportion productive energy and products? With 
reference to learning the needs, various answers may be given. It may 
be by a statistical bureau. If so, it is worth ke^'ping in mind that 
this would have to be e.xtensive and expensive. It may be by retain- 
ing the money economy and the use of j)rice levels as an index of needs, 
d'hal is the device of our present society. It may be by arbitrary 
authority — by control of desires. A drab life of that kind is advoc ated 
by but few. 

Assume that the needs arc known, how is the socialistic society 
to determine what part of its “product” is to be turned back into 
future productive agents, what proportion of each agent is to go to 
each given industry, and to what extent one productive factor is to be 
substituted for another? The omniscient despot could— by assump- 
tion — know the answer to these que.stions. The collectivist community 
cannot. There are no laws of mechanical engineering— at least not 
yet— which will point out the way, and it cannot be done on the basis 
of cost accounting— at least of the present kind— for there would be 
no market and hence no price for producers' goods. 

Let us turn to our present society. The answer— none too 
satisfactory— to the questions propounded is immediately forth- 
coming. These things are worked out through price. The changing 
needs of the people are reflected in changing price levels and the result- 
ing shifts in profit margins ieMpt — not order — owners and controllers 
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of productive energy to direct tliis energy into the appropriate chan- 
nels. What proportion of the “product’' is to be turned back to 
further production is determined by price; note, for example, the 
function of interest in relation to tiie increase of capital. Whether 
it is worth while to turn more of this product back into capital and less 
into land or labor is also worked out through the price scheme. Price 
levels and profit margins send productive forces into industry x rather 
than into industry y, 2 , etc. Price further determines whether one 
factor of production shall be substituted for another, and here in 
the more highly organized businesses cost accounting comes to the 
rescue with methods of measurement. 

Price may or may not be the best means that man will ever 
develop to solve the problems raised in the apportionment of pro- 
ductive energy. It is the chief means used today. 

See also 6. A View of Industrial Society in a State of Equilibrium. 

106. THE FORMATION, MAINI'ENANCJ-:, AND APPORTION- 
MENT OF CAPEI AL HOODS 

Let us for the moment think of capital in terms of tools, machinery, 
raw materials, and other instruments of production. Any organiza- 
tion of society would be interested in utilizing capital as thus defined, 
for this would mean the harnessing of nature’s forces to the use of 
man. Any society must accordingly face tlie problems involved in 
the formation of capital, in its maintenance after being formed, 
and in its apportionment among the various enterprises of the 
community. 

In a society ruled by an omniscient benevolent despot, the situa- 
tion would be, by assumption, artificially much simplified. This 
despot, being omniscient, would know that it was desirable to have 
capital, for thus he could better gratify the wants of his people. He 
would also know that tliis capital would not rain down from heaven, 
tliat its formation would be a physical, mechanical process. It would 
be clear to him that the only procedure open to him would be to direct 
the present productive energy of his community into the making of 
capital goods. Of course, a nice problem would e.xist with reference 
to how much productive energy should be devoted to the making 
of capital goods as opposed to the amount that should be devoted to 
betterment of land, betterment of labor, etc. But, being omniscient, 
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our rlcspot would understand the mechanical situation involved atul 
would take steps to make tlie proper appoitionmcnt. 

After his capital had been formed, suppose that it became desir- 
able for the despot to shift a part of this capital from one industry to 
another, presumably because of clian[^in<; desires on tlie part of his 
people. Herea^ain he \\(Uild realize that the process is a plnsical one. 
Part of his capital — that which we call free tapital -^ould undoubt- 
edly be plusically transferred from the one industry to the otluT with- 
out appreciable saiiifueor loss. Another p.iit lould be so transfcTied 
with some slight amount of remodeling. 'I'his remodeling would, of 
course, mean diiecting of some productixe energy of the tommiiiiity 
into that channel. Still another jiart of his capital would be so highly 
spcciali;;ed that even remodeling would be out of the (jiiestion. Here 
he must take his choice. If he so <l(‘sit(‘s, he may s( rap that lapital, 
and if he does, that amount of sorial energy has been lost. Unfor- 
tunate as that procedure would be, in cas(‘ oi rapid shifting of desires 
it might be the only course of action oj)en to him If, however, the 
desires should change more slowly, he might fin<l another coursi* axail- 
able. He could continue w'orking his old rapital in the old industry, 
but instead of directing productive energy to be if|)plied to the main- 
tenance of this old ca{)ital, he could allow the capital to deteriorate 
in use- -depreciate — have the community consume its product-- a 
steadily dwindling product — and direct his pnxluclive energy, not 
to the maintenance of this old capital, l)ut to the creation of new 
capital for the new industry. 

In a socialistic community the same issues would liave to be 
faced, but it is probably fair to assume that omniscience would be 
lacking. For any conceivable reason, let our socialistic (ommumty 
decide that it needs m.ore capital. Of course, the sensible reason to 
a.ssign is that this community has been testing llie nee<ls of its peojile 
and decides to create more capital in order more fully to gratify these 
needs. The decision to obtain more capital having been reached, 
grim physical facts face this community also. 1 he lapital will not 
come by magic. It will come only provided this community directs its 
present agents of production to tlie making of capital goods. .\nd it 
also will have nice problems to adjust with reference to whether these 
agents should be devoted to the making of capital goods or should 
be devoted to the improvement of land, to the gratification of the 
passing wants of its people, 0 / to other purposes. 
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of productive energy to direct tliis energy into the appropriate chan- 
nels. What proportion of the “product’' is to be turned back to 
further production is determined by price; note, for example, the 
function of interest in relation to tiie increase of capital. Whether 
it is worth while to turn more of this product back into capital and less 
into land or labor is also worked out through the price scheme. Price 
levels and profit margins send productive forces into industry x rather 
than into industry y, 2 , etc. Price further determines whether one 
factor of production shall be substituted for another, and here in 
the more highly organized businesses cost accounting comes to the 
rescue with methods of measurement. 

Price may or may not be the best means that man will ever 
develop to solve the problems raised in the apportionment of pro- 
ductive energy. It is the chief means used today. 

See also 6. A View of Industrial Society in a State of Equilibrium. 

106. THE FORMATION, MAINI'ENANCJ-:, AND APPORTION- 
MENT OF CAPEI AL HOODS 

Let us for the moment think of capital in terms of tools, machinery, 
raw materials, and other instruments of production. Any organiza- 
tion of society would be interested in utilizing capital as thus defined, 
for this would mean the harnessing of nature’s forces to the use of 
man. Any society must accordingly face tlie problems involved in 
the formation of capital, in its maintenance after being formed, 
and in its apportionment among the various enterprises of the 
community. 

In a society ruled by an omniscient benevolent despot, the situa- 
tion would be, by assumption, artificially much simplified. This 
despot, being omniscient, would know that it was desirable to have 
capital, for thus he could better gratify the wants of his people. He 
would also know that tliis capital would not rain down from heaven, 
tliat its formation would be a physical, mechanical process. It would 
be clear to him that the only procedure open to him would be to direct 
the present productive energy of his community into the making of 
capital goods. Of course, a nice problem would e.xist with reference 
to how much productive energy should be devoted to the making 
of capital goods as opposed to the amount that should be devoted to 
betterment of land, betterment of labor, etc. But, being omniscient, 
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107. COSTS OF PROGRESS* 

We are now in a position to make a i>u'liminary reckoninj:; of tlic 
payments or provisions to be made out of the annual product for 
maintenance and j^rowth of tJie industrial system. Fust, there are 
the costs of maintenance, or wear and tear fund, for tlic dilTerent 
factors of production. Secondly, there are (he costs of j^rowth, 
operating in two ways: (i) by evoking a better t)r mtenser use of 
the labour, land, cajrital, or ability alieady in use, (2) by calling into 
use new supplies of tliese factors. 

If the whole product were compelled by some necessary law of 
Nature to apportion itself among these .se\eral uses so ac ( uiately that 
it was wholly absorbed in these costs of maintenance and growth, we 
should have a completely rational and socially satisfactory system 
of production and distribution of wealth. 

So far as mere maintenance and its ‘'costs of production” are 
concerned, powerful laws of necessity do comfiel a fairly full and 
accurate provision. For though workers in a trade may be “sweate(i/' 
in the sense that tliey arc not paid a true subsistence wage, this (an 
occur only where either these workers are subsidi/csl from some other 
source, or where this worn-out labour power can iV rejilaced out of a 
reserve of “waiting” or unemployed labour ke[)t alive out of some 
public or private charity. Apart from these abnormal c iu umstam (‘s 
“sweating” does not pay, and a trade habitually prac ticing it cannot 
live, d'he case is even clearer as regards the costs of maintenance of 
capital and land, A failure to make regular and adeciuate piovision 
against wear and tear means nothing else than the starvation of the 
business. Individual unsuccessful businesses sufTer this starvation, 
but trades do not thus perish, unless some change in the needs or 
tastes of consumers renders them no longer useful. A provision whii h 
may be regarded as almost automatic is thus made for the mainte- 
nance of the industrial fabric. 

But as regards costs of growth there is no such security for ade- 
quate provision. The surplus of wealth remaining after costs of 
maintenance are defrayed does not automatically distribute it.self 
among the owners of the several factors of production in such pro- 
portions as to stimulate the new productive energies required to pro- 
mote the maximum growth of production. Instead of dis{)osing itself 
in these proper proportions, the suqdus may be so divided as to furnish 

* Adapted by permission from Jt A, Hobson, The Science of Wealth, pp, 76-86. 
(Henry H()lt & Co., 1911.) 
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excessive stimuli to some factors and defective stimuli to others, 
thus retarding tliat full progress of industry which requires a pro- 
portionate growth of all the factors. 

In other words, portions of the “surplus” may be wasted, or, 
what is the same thing, employed “unproductively.” Whenever any 
owner of a factor of production receives a payment for its use in excess 
of what is needed to evoke its full use, he receives “unproductive 
surplus.” 

Any payment to a factor of production in excess of the costs of 
maintenance and progress thus ranks as unproductive surplus. It is 
a source of industrial waste and damage in three ways. First, it 
furnishes no stimulus to })roduction. Secondly, it takes away a })or- 
tion of the income, or annual wealth, which might have been pro- 
ductively applied, if it had passed to some other factor. Excessive 
payments to some factors involve deficient payment to others, and 
since industrial progress depends upon {irojiortionate growth of all 
the factors, the receipt of unproductive sur})!us must be considered 
an obstacle to industrial j)rogrcss. Finally, in its clTcct upon the 
factor to which it provides exce.^sivc payment, it not merely does 
not promote activivy, it depresses it. 

So far as the work of the State contributes to the security and 
progress of industry, it is rightly regarded as a factor of produc- 
tion, co-operating with the labour, land, capital, and ability of the 
individuals who engage in industry. Although the State is not 
recognized as standing at each stage in tlie processes of industry, 
demanding its payment for work done, like the owners of the 
factors, it is none the less true that the State must have its share. 
It also needs its costs of maintenance, and of progress, to be paid 
out of the only ultimate source of all payments, the product of 
industry. 

Taking account, tlien, of the claims of the various factors of pro- 
duction, public as well as private, and of the scheme of distribution 
by which the industrial product is apportioned among the owners of 
these factors, we may thus summarize the result: 


Maintenance (cost of subsistence) 

A 

Productive surplus (cost of growth) 

B 

Unproductive surplus (waste) 

C 




INDIVIDUAl EXCHANGE COOPERATION 


289 


A. ^laintenance inchuies (i) minimum wages necessary to support 
the various sorts of labour and ability injuiicd for Oic legular work- 
ing of tlie inclustrics in their present si/.c and eflu iency; (2) deiirecia- 
tion for wear and tear of plant and oUier fixed capita!; (3) a wear and 
tear provision for land; (4) a provision for the upkeep of tJie public 
ser\ices which tlie State renders to industry. 

B. The Productice Suij)his includes (i) inininuim wages of pro- 
gressive eflieiency to evoke a larger ijuantity and better (juality of 
labour and ability for the cnlaigeinent and iiniiroveinent of the 
industrial s}'stein; (2) such a inininuim of interest as sutlices to evoke 
the supply of new capital neede<l to co-oiierate with the enlarged 
and improved sujiply of labour; (3) a [irovision for the imjuoved 
size and efficiency of the public services rendered by the State to 
industry. 

C. The Unproductive Surplus consists of (i) economic rents of 
land and of other natural resources; (2) all interest in excess of the 
rate laid down in B, (3) all profits, salaries, and other jiayments for 
ability or labour in excess of what would, under equal terms of com- 
petition, sLilfice to evoke the sufficient use of these factors. 

loS. CONDEflONS OF PROGRKSS' 

A whole group of considerations affect the proportionate increase 
of each reciuisite of production required by each increase in the aggre- 
gate production. Among them the following are most jironiinent: 

1. Improvements in the industrial arts, and aiiplication of labor- 
saving machinery, (a) enabling the same quantity of capital to suffice 
to turn out an increased product, (d) enabling capital to take tlie place 
of labor, so that wiiat might seem to be an equal demand for more 
capital and for more labor will act as a demand for a large quantity 
of new ca[)ital and a small quantity of new labor. 

2. Social and industrial reforms, improving the organization of 
labor or inducing greater care and economy in the use of material 
and of machinery, will, by adding to the average elTcctiveness of 
both capital and labor, enable an increase in the aggregate product 
to be achieved by a less than corresponding increase of capital and 
labor. 

3. Every improvement of physique, morale, intelligence, and 
technical skill among the workers will enable a demand for more labor- 

* Adaptcf] by permission from T HoljH)n, “'I’lie Law of the Three Rents/' 
Quarterly Journal of Economics, V (iSpa-pi), 284-86. 
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power to be satisfied by a less than corresponding increase in the 
number of workers. 

4. Improvement in agricultural arts may enable a larger product 
to be obtained without a corresponding fall in the margin of culti- 
vation, i.e., without a correspondingly increased employment of land. 

These are some of the determining forces which would require 
study. Another set of forces and circumstances affect the ease or 
difficulty of procuring increased supplies of the respective requisite 
of production. Such are the following: 

1. The effect of growing improvements in communication, and the 
breaking down of international barriers for trading purposes, in their 
respective bearing upon (a) the increase of tlie effective land supply 
for a given community, (b) the increased “fluidity” of capital, (c) the 
easier migration of labor. 

2. The effect of war, political insecurity, national commercial 
restrictions, and the like, as affecting (a) the available quantity of each 
requisite of production, (b) the relative fluidity of each requisite of 
production. 

3. Effects of the growth of prudential motives, increased sense 
of security, and fluidity of caj)ital, as affecting the ease with which 
an increased demand for capital may be supplied. 

4. Complicated effects of rising standard of comfort, education, 
artificial checks on population, and the like, in determining the in- 
creased supply of labor at different degrees of availability. 

109. SOME TECHNOLOGICAL ASPECTS OF APPORTIONMENT- 

It is a fact too evident to need argument that substantially all 
productive processes are joint processes — processes wherein two or 
more factors co-operate in accomplishing the result. Land by itself 
can produce no considerable quantity of potatoes; labor by itself 
can produce none; a furnace cannot give out heat without coal; 
feeding the coal to the furnace needs labor; and so on. 

Again, it is too evident to need argument that the productivity 
of any joint or co-operative process varies more or less with changes 
in the combining proportion. Thus, increasing the quantity of labor 
used in cultivating a certain piece of land would probably make the 
total product greater, though it might make that product smaller. 
Further, in case it made the product greater, the increase might be 

* Taken by permission from F. M. Taylor, Principles of Economics^ pp. 94- 
102. (University of Michigan, 1916.) 
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in exact proportion to the increase in labor or it might be in a larger 
or smaller proportion. Similar statements could be made of other 
combinations of factors, say a locomotive and the coal used in bring 
it. If ue had just started the lire, a certain inciease in the coal fed 
might iiu lease the water evaj^orated much more rapidly than the 
increase in water evaporation, bvit one which was less than propor- 
tional to the increase in fuel consumption. Still later the increase 
in fuel consumption might bring no increase in eva[)oration , and, 
finally, might e\en diminish it. 

Now', in the main, this ([uestion of combining proportions is a 
matter of industrial techniijue rather than of economic scieiue 
But several probhans which it suggests aie of the utmost importance 
in strictly economic connemtions. dduis, tlie ultimate basis of a 
community’s economic cajiaiity, its store of natural resources -the 
land it controls is (h‘tinitely limitial in amount, while jiojiulation and 
capital can, and do, increase, in thus increasing, they alter the 
propoition in which the sc\eral factors of production are comliined; 
and the effect of this in changing the rate of output is obviously a 
matter of great moment. Will the additions to capital and labor 
increase produc t at all ? If so, will the increase Iw just proportional 
or more than pioportional or less than proportional? These arc all 
questions which c)b\'iously have a maikcd beaiing on liunian welfare 
It is, therefore, very important that we get a clear knowledge of the 
more fundamental [iriiuiples wdth respect to the elTect upon product 
of changes in combining prc'portions. 

The effects produced by clianges in combining f>ro[)orti()ris may 
be loc^kecl at either (1) on the meiely physical side, or (2) economically 
—meaning by “economically” in such a way as to include those 
consequences which involve value ((ueslions. We begin with the 
purely physical side. 

I. Imai^inary experiments with imae^inary combinations conlaininf^ 
two divisible /ac/erj.— In order to give precision and definiteness to 
our ideas, we wall deal with the imaginary results of a series of imagin- 
ary experiments with two imaginary factors which w'c will designate 
A’s and B’s respectively. 

a) Factor A constant, Factor B increasing: In making our 
imaginary experiments, we suppose ourselves to use each time 20 A’s 
and combine with these, first 2 B’s, then 3 B’s, then 4 B’s, and so on. 
The actual combinations and the results which we suppose to appear 
are represented in the accompanying table. As already indicated, 
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the factors, the combinations, and the results are purely imaginary. 
No series of combinations used in the real world would correspond to 
this. But the careful study of the figures of some such table as this 
is after all pretty nearly essential to a full and clear comprehension 
of the real cases. 

In this table the first column shows the number of the combina- 
tion; the second, the amount of A’s in the combination; the third, 
the amount of B’s; the fourth gives the output or product for each 


TABLE I 


I 

II 

III 

IV 

V 

VI 

No ol 

Amount 

Amount 


Projwrtional 

Actual 

Gimbination 

A’s 

B’s 


Increase 

Increase 

I 

20 

2 

2 



2 

20 

3 

6 

I 

4 

3 

20 

4 

16 

2 

10 

4 

20 

5 

35 

4 

IQ 

5 

20 

6 

84 

7 

49 

6 

20 

7 

126 

14 

42 

7 

20 

8 

I 5 ('^ 

18 

30 

8 

20 

0 

179 

19 5 

23 

9 

20 

10 

200 

19 8 

21 

ro 

20 

1 2 

236 

40 

3 ^^ 

II 

20 

14 

266 

39 

30 

12 

20 

l 9 

290 1 

38 

24 

13 '••••• 

20 


312 i 

36 

22 

14 

20 

20 

330 

34 

18 

>5 

20 

22 2 

346 

36 

16 

i6 

20 

25 

3^2 

43 

16 

17 

20 

28 5 

3 ^'^o 

50 

18 

i8 

20 

33 3 

393 

63 

13 

ig . , 

20 

40 

400 

78 

7 

20 

20 

44 4 

398 

44 

— 2 

21 

20 

50 

393 

50 

- 5 

22 

20 

57 I 

360 

56 

- 33 

23 

20 

66 6 

280 

60 

- 80 

24 

20 

80 

140 

56 

— 140 

25 

20 

100 

80 

35 

— 60 

26 

20 

133 3 

40 

26 

- 40 

27 

20 

200 

20 

20 

— 20 


combination; the fifth shows what the increase in output would 
be if it were proportional to the increase in B’s, while the sixth shows 
the actual increase. Comparing columns V and VI, we see that 
increases in output are more than proportional up to combination o, 
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less tlian proportional from 9 to 19; and turn into drcrcascs from 19 
on. That is, looked at from one point of view anyhow, the different 
combinations naturally break into throe stages or groups, which 
stages may be characterized as follows: (i) output increasing more 
than proportionately or at an increasing rate, (>) outj)ut increasing 
less than proportionately or at a diminishing rate, output diminish- 
ing. 

Note. — The third of the thiee stages through which our com- 
binations pass is usually ignoreil, since no one would intentionally 
work an instrument of production in this stage. The first and second 
arc commonly designated the .Stage of Increasing Returns and Stage 
of Diminishing Returns. Much is to be said in favor of substituting 
“output” for “returns” in these phrases, in order to avoid an ambigu- 
ity present in the word “returns.” h'or “returns” may mean piofits, 
the money gain of the entrepieneur, and with this our principle has 
nothing to do. We arc asking about the effet t of changing combining 
proportions on the out[)ut of gooils, not on the gains of the entre- 
preneur. Our present jiroblcm is one of industrial technique, not 
business finance. It is doubtless true that changes in the technical 
results influence financial results, piolits, but th^y arc not alone in 
determining such financial results, what w^e say about the one does 
not without qualification apply to the other. 

b) Tactor E Constant, factor A Changing: In the preceding 
series of experiments, A was suj)poscd to lemain constant while E 
increased. If, now, we were to reverse the hypothesis, keej^ing E 
constant and increasing A, what results should w'c have? J’rccisely 
similar ones to those already brought out, with the places of A and E 
reversed. That is, for a time output would increase more than 
proportionately to the increase in A, then would increase less than 
proportionately, and finally would diminish. And this is not a new 
principle based uj)on a new induction. On tlie contrary, a table 
reversing the relations of A and E as to both conditions and results 
is directly deducible from the table already given. From this fact it 
follows that, if the principles already hypothetically brought out 
prove to be true in fact for a combination in which one factor, say 
capital, is constant, w'hile the other, say labor, is increasing, then 
similar principles must be true of combinations in which the second 
factor, labor, is constant and the first factor, capital, is increasing. 

2. Actual combinations show similar phenomena. The points 

brought out above with respect to the effects on output caused by 

11 
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changes in combining proportions were based on the imaginary results 
of imaginary experiments. Do they represent in general what we 
meet in actual life ? The answer is, of course, affirmative. 

Prma/)/e.— Supposing that the attempt be made in successive 
production periods to increase the output (product) from an instru- 
ment of production by increasing the expenditure of ar^isting factors 
in connection with said instrument from zero upward, then, as respects 
the ratio of output (product) to expenditure for assisting factors, said 
instrument will sooner or later be found in each of the following stages, 
viz.: (i) output inci easing more than proportionately (at increasing 
rate); (2) output increasing less than proportionately (at diminishing 
rate); (3) output decreasing. 

'Fo bring our discussion into closer accord with conventional 
methods of treating the matter before us, I will formally set forth 
what is an obvious coiollary from the general [innciple just laid down, 
viz., the point that, if we try to inciease mdehnitely the pioduct from 
any given instrument of production, said instrument wall some time 
or other get into the stage of diminishing returns or diminishing 
efficiency. I'he follow mg will answei as a formal statement: 

Pruuiplc The instrumental law of diminishing returns . — In the 
process of at tern {> ting to utilize more coinjiletely any productix’e 
instrument by increasing the amount of the assisting factors combined 
witli it — in other words, by expending more upon it - there comes a 
stage during which outjiut, though continuing to increase, does so 
more slow'ly than the assisting factors are increased- it being assumed 
that all other conditions arc unchanged, there being no improve- 
ment in technical methods, no deterioration in the instrument, 
and so on. 

no. MOBILITY AND THE APPORTIONMENT 
OF PRODUCTIVE ENERGY' 

The soundness of the argument for the natural and automatic 
justice resulting from the competitive system depends altogether upon 
the truth of the underlying assumptions, namely, those of fair com- 
petition and an open and free market. With reference to the open 
market it assumes a free flux and change of all the factors of industry. 
If the laborer is engaged in an industry in which there is an over- 
production, he is free either to witlidraw or to change to an industry 

* Taken by permission from H. B. Reed, “The Combination versus the Con- 
sumer,” International Journal of Ethics. XXIII (1912-13), 159 -69. 
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in which there is a scarcity of production. Similarly, the capitalist 
can either shut down his plant or take up another line of manufactur- 
ing, and the landowner can either withdraw his land or begin growing 
crops in which production is scarce. That is to s;iy, a laborer is 
free to stoj) coal-mining and promptly begin work either as a baker 
or as an engineer or as a skilled mechanic in a steel ])lant. The 
rolling mills in steel could stop turning out steel rails and begin the 
manufacture of shoes or lumber. 

Not only is such a perfect flux recjuired to make the system alwac s 
yield natural ])rices; there must be also a pre-knowledge of the con- 
ditions and factors that bring about changes in the market pi ice 
For example, if, during the next year, there were going to be a dr\ 
season in Western (,'anada and a favorable season in .Southern Russia, 
the Russians, in order to avoid scanity in the wheat maiket, would 
have to know^ this fact and bring a greater number of fields undei 
cultivation, and the C'anadians would have to know it so as to avoid 
an oversu{)ply of labor and a useless putting out of crops. 'I'he over- 
supply of labor in (dinada would either have to move to Russia or 
find employment in other industiic's in which there would be a scan it\ 
of production. In fact, nothing short of an absoluti'Jcnowledge of tin' 
world would satisfy the necessary conditions. 

It is well known that tliis mobility with r(‘sj)ect to industry dots 
not exist. There is an element of permanency to be considered. In 
the laborer it is habit; in the capitalist, the fixity of machinery, and 
in land, the nature of the soil in the relation to the seasons of the year. 
The laborer cannot change and train his habits for a new trade 
and in the meantime support his family, nor is he fiee to withdraw 
his labor, for he usually has no suri)lus. The capitalist cannot shut 
down his plant for a very long time without infringing upon his 
dividends and credit. Nor can the landowner usually forego his 
rent wdthout some injury or failure in his business relations. So far, 
then, as there is permanency in any of the factors of industry, the 
natural or fair price in an open competitive market wall not be 
obtained. 

In this view, then, the assumption of the free mobility of the 
factors of industiy is taken with too much extravagance and in so 
far invalidates the natural and automatic justice of the competitive 
system. There is an equal extravagance with regard to the assumj)- 
tion of fair competition. For competitors, fair competition obtains 
when the rules and opportunities under which they operate apply 
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equally to all. It is not so important what the rules are as it is to 
have them aflect all alike. There are many ways in which this con- 
dition is violated. 

III. THE MOBILITY OF CAPITAL AND LABOR' 

In the case of capital, it is clear that under no exi<^^ency could the 
plant of a flour-mill be converted into machinery for making bicycles. 
It may be granted also that the complexity of industry and the 
hugeness of the tasks it undertakes lead to more and more of the 
country's wealth being invested in fixed and s{)ecializcd capital and 
so made incapable of adaptation. 

But capital itself as a whole is much more mobile than labour as 
a whole. 

1. Though millstones wall not make bicycles, many of the largest 
categories of capital may, within tolerably wide limits, be converted 
from one purpose to another, for instance, buildings, steam-engines, 
horses, etc. 

2. The mobility of capital is secured from the side of the new' 
supply, and heie. again, w'e have a suggestive comparison between it 
and labour. 

a) Wealth is increasing very much faster than population, and 
the form w'hich this wealth wall take as it comes into the world is in 
the hands of people who have every motive to gi\’e it the slnqie which 
w ill find the most [irofitable investment. And, again, there is always 
a fund of inchoate capital which can be materialised in any form 
wanted. The forges and machine shops of the country, for example, 
are full of stock--stecl bars, plates, tubes, etc. — which may be directed, 
at a week’s notice, to the making of any kind of machinery. But 
while capital can take any shape, labour can lake only one. A man 
rises up, w'orks, and lies down in his owm skin. Labour, as W'as said, is 
always prisoned in the body of the labourer. 

b) As fixed capital wears out, its replacements need not take the 
old form. The progress of invention and improvement seldom allow 
that old machinery is replaced by machinery exactly tlie same. The 
worst that can happen to it is that it stops and is sold for what it will 
bring, and no more of tliat kind of capital is produced. But the 
labourer’s children are made in his own image. Though his sons 

‘ Adapted by permission from William Smart, The Distribution of Income, 
pp. 174-85, (Macmillan & Co., Ltd., 1899.) 
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may be superfluous, he does not stop producing the same kind of 
man as he himself was. 

But prol^ahly the mobility of labour —the power of free movement 
from trade to trade-~is greater than any emj)irical ol)servation would 
suggest. Xo agricultural depres^ioig of course, will ever drive farm- 
labourers into watchmaking. JUit agiicultinal labouiers lake to the 
coal{)its when inducement is offered And, by the naluie of theii 
wamk, wahlimakers might pa^s fieely enough into the other occupa- 
tions re([uiiing line lingeiing aiul the iwe of del’aat(‘ tools. 

It is g('neially argiK d (hat the e\ident tendenc y of mode 1 n indus- 
try, as of modc'rn scholarshij), is towarcl spec iaii/alion, and that 
specialization is an almost insup(‘ial)le ob'^tai le to m()bilii\’ But the 
modem development of machine looK has biought an escape fiom 
this dreary outlook in the* fac I that vciy miidi the same kind of skill 
is rec|uired for tending one kind of machine tool as for tending anothei 
The fac't seems to be that the universal spread of maihiner)’ reciuiiing 
only skill in machine-minding tend-, to make kdiour moie mobile, at 
the same time as it makes mobility moie nec essaiy. If one looks o\ er 
tlie field of labour ami sees the de-^pei.ite efforts that arc being made 
in most of the craft, to [>i event the intiusion of oytsiders who have* 
never passed the recognised gate of appienticeshi[), but yc't are fouml 
quite caj'iable of doing the woik to which the d'racle I'nion protests 
a “right” -even if we coiwicler only one part of the same movenicmt, 
the pressing of women workcu's into tiach's hithcTto hehl sacred to 
men — it is difficult to resist the* cone lusion that in the msar future the 
competition which will attiaet notice is not the com[)e(iiion between 
capital and kdiour, but the intcu'-c omjic'tition of the' vaiioiis giadc-s 
of labour, 

If, however, we Icjoked for mobility only in the movemcmt of 
adult labour, we should be disap[)oin(ed. But thene are tw'o other 
consideiations which must be taken into account. 

1, Where there is cheap ami lajiid transit, and where newspapers 
and other agencies keep people informed of the conditions of work 
and wages, there need not be actual movement to sec u re its levelling 
effects. After all, the meaning of mobility is power to move, and the 
threat of movement is sometimes enough to secure the worker against 
arbitrary payment. 

2. Where there is no mobility of the labourer there may be and is 
mobility of labour. Perhaps it is not sufTi(icntly realised that the 
supply of labour must be a continuous stream. To maintain its 
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numbers every trade requires to be constantly recruited, and to meet 
the demands of growing population and growing wealth most trades 
require a constant addition to their numbers. Remembering this 
constant need of accessions, it is clear that the direction of young 
workers to one group of occupations means actual decrease of numbers 
in the other groups, and the growing com{)etition in one group has 
its counterparts in the slackening of competition in the others. At 
any moment the population under ten years of age is nearly a quarter 
of the whole. In times when riveters are “t)ast their best” at the age 
of forty, and there are “ no men available ” in the shipbuilding industry 
after forty-five, tlie effect of this stream of recruits constantly coming 
forward goes far to redress the immobility of the adult workers. 

1 1 2 . VVIIAT MOBILITY REALLY INVOLVES 
A* 

In the first place, it may be remarked that, in order to secure an 
ctTcctivc industrial competition— such a competition as shall bring 
rewards into correspondence with sacrifices - it is not necessary that 
every portion of capital, or that every laborer, should be at all times 
capable of being turned to any selected occu])ation. It is enough 
that a certain quantity of each agent varying according to circum- 
stances— should be thus nourishing, and to be realizing e.xceptional 
gains there is no need that the whole industry of the country .should 
be disturbed to correct the inequality. A small diversion of capital 
and labor —small, I mean, in com{)arison with the aggregate embarked 
in any important industry— will in general sulTice for the purpose 
Even on e.xtraordinary occasions, when unlooked-for events in the 
political or commercial world disturb ordinary calculations and give 
an enormous advantage to particular industries -such occasions, 
for example, as occurred in the early years of railway enterprise, or, 
again, in the linen trade on the breaking out of the American Civil 
War — even on such occasions the equilibrium of remuneration and 
cost can always be restored, not, indeed, in a moment, but after no 
long delay, through the action of labor and capital still uncommitted 
to actual industrial employment, and without any sensible encroach- 
ment on the stock already actively employed. All that is necessary, 
therefore, with a view to an effective industrial competition, is the 

‘ Taken by pemiission from J, E. Cairues, Political Economy ^ pp. 61-6^. 
(Harper & Bros., 1878.) 
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presence in a community of a certain quantity of those instruments 
of production existing in disposable form, ready to be turned toward 
the more lucrative pursuits, and sufhciently lar^e to correct ine^juali- 
ties as they ri^c. Now, it will not be diflK'ult to show that this con- 
dition is fultilled in many industrial communities, completely in 
the case of capital, and less perfectly, but still within certain limits 
really and elTeclually, in the case of labor also. 

B‘ 

“What are the equal op[)ortunilies which every Enjzlishman 
requires today in order to ^e< ure leal liberty of self-develoiiment 

It is, I think, jilain that in the fiont of his (barter of individual 
liberty comes the ri^ht of every man to an c([ual share with everv 
other in the use of the land and of the other natuial resouKcs of his 
native countr}'. d'his ii'tht, if it has been alienated or comjiromiscd, 
must be restored 

Now, what does equality of opportunity <leni.ind in relation to the 
land? Evidently not that e\ery man sh.ill have an c(iual-sized 
parcel of land assi-uied to hi^ exi.lu'.ue use, for that would be imprac- 
ticable. What is recjuirc'd that any man who wants the use of a 
bit of land which he is ht to woik ^hall have an ecjual chance with 
every other man of gettin^^ and of k(‘c‘ping it, on terms regulated 1)\- 
a public authorit)' and not a [iiivate owner, and that every man tan on 
similar terms get a fixed home to live in without the liability of being 
turned out at the will of another. 

Let us take one form of modern liberty which is in part a land 
question. The right to move unhindered from one place to another 
is as much an element of freedom as the light to stay where you arc* 
If a man is to make the best use of his faculties, he must be free to take 
himself and his belongings from where he is to where he wants to be 
Alobilitv is more and more essential to freedom in our modern indus- 
trial system w'here local industrial cmndilions are continually chang- 
ing, and w^here everyone must be able to follow his trade and to open 
up new markets for his persomd skill or his products. 

That this mobility belongs to individual liberty is indeed embodied 
in the most hallowed maxim of the individualist philosopher, laissez- 
jaire, laissez-aller. But to tell a man he has this right, this liberty to go, 

■ Adapted by permission from J. A. Hobson, The Crisis of Liberalism, 
pp. 97-100. (P. S. Kmc & Son. Ltd , igog.) 
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is not to give it to him. The freedom to walk along the highroad is not 
the real mobility required for modern life. Elective liberty to travel 
involves the use of railroads, which in substance are our national 
highways. Now, an ordinary labourer, obliged to bargain with a 
private company for carriage, and disabled by his narrow means from 
moving easily, quickly, or far at a time, is in fact deprived of an 
opportunity essential to his full liberty of choice in life and work, and 
society is also the loser by this limitation of his power. Absolutely 
free transit may not be attainable or advisable, but a national rail- 
way system, which, by its cheap rates and quick, frecfuent service, 
enables every man to move to and from his work without waste 
of time or money, and to follow his economic opportunities wherever 
they may lead him, is necessary today to “free” men in a “free” 
country. And what holds of persons holds of the produce of their 
labour. 

Then comes another issue of modern liberty which also has its 
roots in Nature and man’s equal access to natural powers. For 
most purposes of organ i/.ed industry the use of some non-human 
energy is necessary: civilization more and more implies the liberation 
of the muscului and nervous powers of man from heavy routine work 
and the substitution of mechanical energy. In large provinces of 
industry the time has come when the success or failure of a man to 
establish himself in business, and to make a living wage or profit, 
depends upon the terms upon which lie can get cheap and reliable 
access to this energy. la'berty of trade demands the public ownership 
and operation of industrial power for sale on ectual terms to all who 
want it. 

The ii.se of capital on fair and equal terms is in this country 
essential to every man who wishes to live, not as a wage- or salary- 
earner, but as an independent jiroducer or trader. For such purpose 
credit is capital, and no man is “free” to use his business skill unless 
he can get a reasonable amount of credit upon easy terms. There 
are two purposes for which a worker or a small business man wants 
an occasional advance of money. One is to meet some unforeseen 
emergency in his business or his private life against which adequate 
insurance is impossible. The other need of credit is, not to meet an 
emergency, but to seize an opportunity. It is sometimes supposed 
that only a big man with large resources can set up in business today 
with any reasonable prospect of success. But this general sup- 
position is unwarranted. Even in some of the staple manufactures it 
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is often possible for a workman who has got a practical understanding 
of some branch of a trade to set u]) for him^^olf with a good prospect of 
doing well if he can get a little hiKincbS ca[)iial on reasonable terms. 
At present, as a rule, he must eitJier foiego the cluincc or else put 
himself entirely in the hands of some “trade-furnisher” or machine- 
making firm which can squeeze him as it likes. 

The machinery of credit and finance i^ the dominant factor in our 
modern capitalist system: more and more of the j)ractical control over 
industry, as well as of the profits, belongs, not to the manufacturer, 
the merchant, or otlicr trade-capitalist, l)ut to the financier. I am 
convinced tliat if a close .scrutiny into the distribution of wealth were 
made, it would be found that in every advaiu'ed country a ra])idly 
growing proportion of the wealth was paN--ing into the possession or 
control of that small cla.ss, the manipulators of fluid capital. Whether 
private co-operation is competent to solve the problem in this country, 
or w'hether a public system of loan banks is re(juiied, is a (jue.stion too 
Intricate to be discussed with profit here. 

If a man has his fair use of the land and other natural resources 
of his country, and of the national highways, and can get industrial 
power and financial power u()on equal terms w^th any other man, 
he has made large strides along the road of liberty, but he is not 
really free — because he is not secure, and the sense and the substance 
of security belong to a free man. A working man, a clerk, a small 
shopkeeper or his assistant, in f.ict, the great majority of the f)opula- 
tion in our rich and civilized country, are consc ions alwa} s of standing 
in a precarious condition. They and their families may be plunged 
into poverty and its attendant degiadation and disease at any time 
by the ill-health or other disablement of the bread-winner, by the 
failure of an employer, by some change of public taste, some shift of 
market, some introduction of improved machinery, or some trade 
depression. Few of these emergencies can be foreseen; against the 
graver ones no adequate provision can be made, even by the best paid 
grades of workers. Among the middle clashes, especially among the 
professional and commercial classes of our towns, the competitive 
struggle is fraught with growing hazard; it is rarely jiossible to see 
far ahead, and the complexity of markets and of price changes baffles 
the keenest foresight. Though such men may make some fair 
provision against destitution, they cannot ensure a standard of comfort 
for themselves and their families, and the wear and tear of anxiety 
is an increasing cost of production in modern industry. The business 
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of insurance has sprung up to deal with these conditions and is grap- 
pling manfully with some of them. But then insurance itself so often 
is not sure, and this applies particularly to the societies to which the 
working classes have recourse. An enormous proportion of the 
savings of the workers, made often at the expense of some element in 
their personal efficiency, goes in competitive expenses of management, 
contributing nothing toward insurance, while the system of weekl\ 
retail collection involves the maximum trouble of collection. It is 
quite evident that if there is one form of enterprise where the State 
has an advantage over private profit-making companies, it is insur- 
ance. The intelligence of civilized nations in all parts of the world 
is coming to a clear recognition of tliis truth, and governments are 
everywhere assuming the new responsibility. Organized society 
must do for its members what they are unable, either as individuals 
or as loose co-operative groups, to do for themselves, viz., to obtain 
such security of employment and of livelilioods as is necessary to 
give them confidence and freedom in their outlook upon life. No 
man, whose standard of life lies at the mercy of a personal accident or a 
trade crisis, has the true freedom which it is the first duty of the 
civilized state to furnish. 

Freedom and equality of access to public justice do not exist in 
this country. Neither in a criminal nor in a civil suit does a poor 
man stand upon a level with a rich man. So long as the preparation 
of a case, the feeing of counsel, the expenses of witnesses, court fees, 
and other costs of public justice are charged against private Htigants, 
the owner of tlie long purse has an evident advantage, and can beat 
down, choke off, or wear out his poorer adversary. 

A man might have all the equal liberties which I have named, 
access to land, facility of travel, industrial energy, credit, economic 
security, and justice, all these things might be freely distributed 
throughout the community, and yet true equality of opportunity 
might be lacking; a society where all these liberties were won might 
be sunk in tlie stagnation of conservatism, or might even breed new 
forms of inequality and tyranny. 

For there is one opportunity upon which the efficacy of all the 
others, as instruments of self-development and of social benefit, 
depends: equality of access to knowledge and culture. Without this 
every other opportunity is barren for the purposes of personal or social 
progress. Education is the opportunity of opportunities. We, 
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therefore, who are concerned, not with liberty to stagnate, but with 
liberty to grow, must set the nationalization of knowledge and culture 
in the front of our charter of popular freedom. 

For consider what equal opportunity of knowledge and of culture 
implies. It imj)Iies that neither poverty, nor ignorance of parents, 
nor premature wage-earning, nor defects of teaching apparatus, 
shall keep any person from any sort of learning which will improve 
his understanding, elevate his character, and iruiease his efficieruy 
as a worker and a citizen. 



CHAPTER V 


MONEY ECONOMY AND FINANCIAL 
ORGANIZATION 

A. Problems at Issue 

Our individual exchange co-operation with its indirect methods of 
gratifying wants and its unconscious apportionment of social energy 
is worked out in a regime of money (and ciedit) economy and is con- 
ditioned by that economy. Sometimes v\c phrase this another way 
by saying that there is a pecuniaiy organization of society. 

Some economists classify the stages of industrial development 
from this [loint of view in terms of barter economy, money economy, 
and credit economy, d'he primitive stage, known as barter economy, 
was attended by such dilhcultics as to render any considerable devel- 
opment of industrial life improbable if not impossible. Under barter, 
it was not {lossible that the market should have any considerable area, 
either of time or of sjiacc. A restiicted market meant lack of the 
possibility of spcl iali/ation in its fullest sense, lack of large-scale 
produetion — lack indeed of most of those features of our modern 
industrialism which we have come to consider the significant and 
characteiistic ones. 'I'hese features could come in only after the rise 
of mediated exchange— after the rise of money economy and its later 
development, credit economy. 

Money economy has been described as ‘‘that organization of 
society in which exchange is carried on by money, by mediated 
exchange, rather than by barter.” The statement is a true one, and 
it implies much more than appears at first reading. It is easy to see 
that in a rc'gime of money economy, exchange takes place through the 
use of money and credit. It is not so readily seen that this money, 
tliis price system, is a device or agency through which the organiza- 
tion of a very considerable |)ortion of our cc onomic life is accomplished. 

The logic of the case runs in this way: Once it is granted (i) that 
a “satisfactory money good” has, among other attributes, the 
cjuality of universal or general acceptability, (2) that value means 
“power in exchange,” or power to command other goods in exchange, 
and (3) that exchange is an exceedingly broad term, covering, not 
only the usual buying and selling transactions of a market, but also 
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such transactions as paying for the services of land, labor, and capital 
— once these things have been granted, it reailily follows that the 
individual in possession of tliat which we call money (or ciedil or even 
property which is capable of translation into money terms) is in a 
position to command social energy. I'rue, he does not command as 
iloes the despot; he merely commands in e.u7;(j;/gc, but this is quite 
enough. He becomes a responsible —sometimes irresponsible — agent 
in the guidance of economic activity. 

It is inevitable that there should develop, in a pei uniaiily organ- 
ized society, a host of institutions and ag('nts through whose services 
this organization is carried out. d'he list of such institutions includes 
not only banks, insurance ca)mpanies, bond houses, the stoc k exi hang(\ 
and others, [)0pukiily teimed “linamial institutions,” but also the 
various institutional forms of business oigamzation, such as the 
individual firm, the agency, the jiartnership, the joint-stock Cinnpany, 
and the cor[)oration. business is organized on the pecuniary basis 
The forms it takes are, propeily understood, types of financial insti- 
tutions. 

The money economy furnislies not only the means by which the 
individual guide's social energy; it provides also \\\c^slan(l(irds for that 
guidance. This is what we mean when we s:iv that our exchange 
co-operation is regulated by price levels and margins of jirofits ■ 
that we produce for gain and not necessarily or jirimarily for sc'i vice. 
Of course the gain standard may be and is tem[)ered and controlled by 
otlier standaids. Over all and abo\e all lules social control some- 
times ruling wisely, sometimes unwisely, sometimes ader|uately, 
sometimes inadequately. 

To many minds the expre.ssion pecuniary organization” carries 
a snarling connotation. This is unfortunate. It cannot be slu(es^- 
fully denied that there are evils (onnected with this metliod of 
organization. He who runs may re.id. It should be remembered, 
how^ever, that this pecuniary organization is responsible for man\ 
benefits— among others, facility of cajiital formation, specialization, 
and large-scale [iroduction. Then, too, there is at least hope that, as 
time goes on, the evils may be reduced. Certain it is that we are 
working at the problem with considerable diligence: witness our 
corporation laws, our blue-sky law's, our federal reserve and rural 
credit act, our development of codes of ethics in the banking pro- 
fession, and the growing sense of trusteeship among our owners of 
property. This pecuniary society of ours is, after all, a very recent 
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matter and it is not, we hope, as fully under wise control as it will be 
later. 

The following statement of an ingenious writer will aid in develop- 
ing a sense of relativity in human affairs: 

In order to understand the light which the discovery of the vast age 
of mankind casts on our present position, our relation to the past, our hopes 
for the future .... let us imagine the whole history of mankind were 
crowded into twelve hours and we are living at noon of the long human 

day For over eleven and one-half hours there is nothing to record. 

We know of no {)ersons or events: we only infer that man was on the earth, 
for we find his stone tools, hits of his pottery, and some of his pictures of 
mammoth and bison. At twenty minutes before twelve the earliest 
vestiges of Egyj)tian and Babylonian civilization begin to appear. The 
Greek literature and phiIosoj)hy to which we owe so much arc not seven 
minutes old. At one minute before twelve Lord Bacon wrote his advance- 
ment of learning and not one-half a minute has elapsed since man first began 
to use the steam engine to do his work for him. 

Questions 

1. Preci.scly what is meant by money economy? Wherein does it differ 
from barter economy? from credit economy ? It has been said that the 
difference between money economy and credit economy is merely a 
difference of degree, whereas the difference between money economy and 
barter economy is a difference of kind. Is this true ? 

2. Can you cite any cases of barter being used today? What difficulties 
of a system of barter are overcome by the use of money? Does 
“money” necessarily mean the use of gold and silver? Have other 
things been used as money ? 

3. It has been said that the exchange functions of money are to serve as 
(a) a medium of exchange, (b) a standard (common denominator) of 
value; (c) a standard for deferred payments Kxplain why each of 
these functions is useful, and cite cases where money performs each 
of these functions. 

4. A buys 1 ,000 bushels of wheat from B at $i a bushel. B accepts in pay- 
ment a note for $i ,000 pay.ible with interest two years from date. Two 
years later A pays B the $i ,000 with interest agreed. Which of the three 
money functions does money perform in the course of these transactions ? 

5. To what extent would contemporary industrial methods be possible if 
the device of money had never been adopted as a means of facilitating 
exchange ? Could the exchange syiitem be as complex as it is today 
if we depended upon barter alone? Would the productive process 
be as effScient ? Would we have large-scale production ? railroads ? 
specialization ? machine industry ? 
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6. Make a list of the qualities of a satisfactory money metal. In terms of 
the functions of money, show the significance of each quality you have 
listed. 

7. What reasons can you assign fur liaviiig subsidiaty' coin ? For having 
paper money ? 

8. Some jK-rsons have argued f<^r having a coin called a half-cent. Is 
there anything to be s<iid for the project? Wliv do we have $1,000 
bills? 

() What i'. standard money in the United States? What is the monetary 
unit ? Is the unit actu.illy current .is loin, or is it a mere definition ? 

10. In the (lays of the ('ahfornia gold disco\eries diflerent individuals 
and firms coined tlieii own gold puaes Is there any reason for pro 
hibiting such a imiUue and resi‘r\ mg the riglit of coinage to the govern 
ment ? 

11. Why sl.inip a device on coins? Why mill the edges of coins ? 

12 Much is said of the desiiability of a sldblc money. What does this 
mean ? Why is it desiiable ? 

13. Explain these phrases. 

“Money is condensed jiropcrty." 

“ Money permits the orgaiii/ation of consumption and production ’’ 

“Money fac dilates cajiit.d .uaumulation “ 

“Production for sale, not for use “ • 

T,} Define credit What is the basis of credit? Distinguish between 
credit and credit instruments. 

15 What is meant by book credits? checks? promissory notes? drafts? 
bills of exchange? the bank note? bonds? stocks? mortgages? public 
credit? personal credit? mercantile credit? indusliial credit ? 

16, Show how each of these credit devices may perform money fuiutions 
What is meant by the statement that we .ire now in the stage of credit 
economy ? 

17 “The full devcIo[)ment of credit depends upon (i) tlie stability of soci.al 
conditions, (2) the existence of a sound money.” Why? 

18 Some of the alleged advantage's of credit arc that: 

a) It utilizes small sac mgs 

b) It furnishes a strong motive for saving 

c) It transfeis cajut.il to more productive uses 

cf) It otfers to persons of recognized capacity, but without adequate 
means of their own, .in opjiortunity to engage in work for which 
they are fitted. 

e) It makes possible gre.it enterprises. 

f) It saves social energy by [iroviding a cheap medium of exchange. 
Some of the alleged disadvantages are that: 

а) It may promote extravagance. 

б) It may transfer wealth to less productive hands. 
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c) It may overstimulate prices. 

d) It may make unsound speculation easier to accomplish and may 
result in crises. 

Explain how credit may produce each of these alleged effects. 

19. Is credit capital? Does it add to the sum total of productive instru- 
ments or does it merely make possil)le a better utilization of instruments 
already existing? Does it (juicken the productive process? 

20 Henry T. Crouch of Erie buys $1,275 worth of wheat from T C. Craig 
of Detroit. 

a) Suppose settlement to be effected with a wheat bill of exchange 
(also called a sight draft) and write out the substance of the 
bill which would be used. 

h) Suppose settlement to be made with a check. Write out a 
fascimile (in substance). 

c) Supi)ose settlement to be made with a bank draft. Write out a 
facsimile (in substance). 

21. ‘Hfow'cver great the volume of credit exc hanger, however extensive 
the use of credit m.iy become in a community, s;des for direct money 
payment ('an never be fully displaced.” Why not ? 

22 “It is crop-m<wing time. Since farmers do not use checks, more money 
will be needed for a time.” Why? Why “for a time” ? 

25. Would you rathe: have a stock certificate or a bond ? Common stock 
or preferred stock ? A registered bond or a coupon bond ? 

2\. “Stock certificates are evidences of owneiship; bonds arc evidences of 
indebtedness.” What doa, this mean? What does it imply with 
resjiect to the management of a corporation? 

25. “Credit, to attain it^ usefuliu'SS, must be capable of generalization 
One of the functions of the commercial bank is that of generalizing 
credit.” What docs this mean ? Is it true ? 

26. Enumerate the services performed by the commercial bank 

27. “Commercial banks, through the use of their own credit, can make 
loans and create deposits to many times the amount of their cash 
resources.” Explain Is any service rendered society? 

2.S “d'he savings bank and the bond house are mere financial middlemen, 
the commercial bank is something more, it creates through the use of its 
credit new resources.” Is this true? 

29. “The corporation, the bond house, the stock e.xchange, savings banks, 
and insurance companies unite in assembling capital for modern 
business enterprise.” How ? 

50. Show in what ways each of our financial institutions contributes 
to making available a greater quantity of goods to apply to human 
wants. 

31. “The savings bank and the insurance company develop thrift.” What 
does this mean ? If true, what is its significance ? 
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32. Does the pawnbroker conduct a financial in^liuition ? Does the 
government maintain any finaiKial in^litiitions ? 

33 “The trust company has been called the omnibus of lin.incial institu- 
tions.’' Wliy? 

34. “The stock exchange contributes to a closer adjustment of jiiodiKlion 
to C(msumption, of the world’s work to the worKl’s neeil ’’ I'Apl.im in 
detail how' it contributes to this end 

35 “Wall Street earns a rcwaid for an indispensable .servue” What 
docs “Wall Street” mean as here used ? Does it render a teal servuce ? 
Are its rewards in exact piopoilmn to it.s sciw'ice? 

36 W'hat are the chief points of dilieieiue between a torpor. ition and a 
[xirtnership ? 

37 W'hy was it that the c'orporation did not bet ornc a common form of 
business organi/alion until the ninetetiith century? What were the 
usual forms of oigani/.ition before tli.it time? 

3S What advantages has a coipoialion .is comp.uetl with a {>.irt nership ? 
Are there any respects in which .1 p.iiliuushij) h.is adv.iiit.iges not pos- 
ses.secl by a corjioration ? 

30. A corporation has outstanding Si .ooo.c'^oo of 3 per cent mortgage bonds, 
$10,000,000 of 7 per cent [ucfeiicd stock, and Sio,ooo,ooo of common 
stock. Gross annual (Minings ate* $11,030,000, total expemes for the 
year are $(gooo,ooo, and deiireci.it ion of the jil.int aiftounts to 10 [ler c c iit 
on a valuation of $11,000,000 W'h.it is the amount av.iilable for dis- 
tribution among the seem ity-liolders, and how' will tins amount be 
distributed among the holdcus of the dilfc-rent sc-c urities,'^ 

40 In the ease of the corpor.itioii d(.-s( iibed m the [nc-cediiig cjiicstion wh.it 
would be the effect ujion the duidcmds on the common stock if all the 
preferred stock were converted into 3 jier cent mortgage bonds? 
Would this be a wise move if the business weie likely to tluctuate so 
that the amount avail.ible for distribution among the security-holders 
of the corporation would be cut in h.df 

41. In i8{;6 the following situation existed: 


Company 

Common '.|0( k 

Dividenit* 

A 

$3,ooo,o(jo 

10 pc r cent 

B 

2 , 000,000 

8 per cent 

C 

1,000,000 

10 per cent 

On January i 

1897, a holding company, 

D, absorbs all their stock. 

and in 1897 

D gets, in addition to the 

former earnings, $500,000 


monopoly profits and $> 100,000 by saving the wastes of competi- 
tion. What dividends could D i)ny if its capital stock were 
$6,000,000 ? 

42. What is the relation between, par value and market value of a stock? 
between par value and face value ? 
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43. If a benevolent rlcspot ruled industrial society and he decided that 
society ought to have more capital, i e , tools, machines, etc , how would 
he go about getting this new ca[)ilal ? How would a socialistic society 
solve such a proldem Under a money economy what is the mecha- 
nism by which new capital is saved or brought into existence ? 

44 If a benevolent despot ruled society and he decided that caf)ital ought to 
be shifted from industry x to industry y, how would he go about making 
that shift ? How would it be done in a socialistic society ? How is it 
done today ? In answering this last question make clear the use of the 
money economy in the transaction 

45 In {iractice and within certain limits land, labor, and capital may be 
substituted, one for another. On what basis does a business man of 
tod.iy decide whether to use moie or less of one or the other when he 
eiigagi's in [iroductive C‘nter[)rise ? How would a society which did not 
use a money cc'onomy decide such a question? Is it important to 
socic'ty that such a ciiu'slion be decided ? 

46. Some persons believe that we should develop a society which used no 
money. Would tliere be any items of loss to society in the abandon- 
ment of medi iIcmI exchange? 

47 Is money an .uK (|uale mea^uie of effort ^ of utility ? of welfare ? 

48 "In an economic s\^t('m based on exc'hange the immediate advantage of 
a bargain is mo're liio'ly to oi cupv men’s minds and to determine their 
actions than is conc'em for tlie ultimate good which m.iy result to 
society. It follows that indnidual advantage is alwa>s <intagunistic 
to social adv.intagc* ” W'hy or why not ? 

40 “Production for profit results m adulteiatcd goods, shoddy, polluted 
justice, child labor, w-ars, hungry children, etc ’’ Does production for 
l)rofit, standing by itself, really result in tlmsc things? Is there any- 
thing to be said in favor of [production for prolit? 

50 “Even from the point of view of business, prospective [irofit is an 
uncertain, ihckering light ’’ W’hy? 

51 " W'e aie in a competitive society, most of the serious [Problems of which 
sum up into one great and inclusive problem -Ikpw t<p limit the recci[Pt of 
private inccpme to the rendering of social service” Do you .igrce 
W'hat, if anything, are we doing about the matter? How would the 
socialist attempt to solve the [Pioblem ? 

52 “The lelation between the usefulness of the work and the remuneration 
of it is remote and uncertain to such a degree that no attempt at formu- 
lating such a relation is worth while.” As a means of seeing whether 
such an attem[Pt is “worth while,” make it. 
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B. Money Economy 
113. A PECILMARY SOCTKl’Y* 

Modern society (hen, distinctly a peuiniaiy society, a society 
of business. Despite the fact tiiat society was not alwa) s pecuniary 
— has, indeed, been so only for the narrowest tnarein of years out 
of a long human history, and may remain so onl_\ for the next short 
sw'ing of the j)cndulum in the life of man the political economy 
that w'e must study today is (he pohiiial economy of today. 
Mainly, under [)iescnt conditions, we produce for the market, lor 
exchange, dc‘s[)ite the fact that a few generations ago thc‘ contrary 
was the truth And at pic'^ent we [iroduce in (he lar-gei part for 
a comjret itive, impersonal world-rnarkc't. dhis is the c'l.i of free 
individual initiative under f)ri\ate property for private gain. So 
far, indc'c'cl, tins the* truth that even condnnation and n!ono[)oly 
may be regarded as metc'ly secomlary aspects of com])etition and 
of individual initiative Strike this fact of competition at its very 
center of tone, and we di'-cover that we are in a rc-gime of price. 
Money is the focusing point of modern business afi’airs. It is the 
standard of values simjrly becau'-e in a soi^iety producing for 
exchange it is the one established intermediate commodity, d'hete 
fore, as medium of exchange, it is the standard of immediate and of 
deferred payments. Through credit, the money economy lays hold 
upon even the distant future, d hus to object that more anci more, 
as society has advanced from a society of isolated production 
through a barter economy to a money economy, it is now moving 
over into a credit economy, is really to assert merely (hat 111 new 
and marvedous ways money is taking on a still greater emphasis 
More and more, and more and more exclusively, and ovct an ever- 
vvddening field of human effort, human intercMs ancl ch^ires and 
ambitions fall under the common denominator of monc'y. Doubt- 
less many of the best things in life do not get bought and sold 
Some of them are not exchangeable; and not all things that could 
be transferred are men weak enough to ^ell or other men strong 
enough to buy. Not every man has his money price but most 
good things do, in greater or less degree, submit to (he money 
appraisal. Health is easier for him who can take lu\ ease and who 
has the wdierewithal to pay for good foods and medicines, to travel, 

‘Taken by permission fror^a H J. Davenport, Economics of Enterprise, 
pp 21-28. (The Macmillan Co, 1013) 
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to employ good nursing, and to command capable physicians and 
efficient surgeons. And, in their degree, also, love and pity and 
respect and place are bought and sold upon the market. It takes 
a goodly number of dollars to get a child safely born, and even 
more dollars to achieve for one’s self a respectable burial. Much 
money is power over many things. Money is the standard of value 
in the sense that all values of all exchangeable things are exj^ressed 
in terms of it. And this holds, not only of all commodities and 
services, but of all incomes and of all capitals. The (-a])ital of a 
banking house, or a factory, or a railroad company is not a congeries 
of tangible things, but a pecuniary magnitude — so many dollars 
All economic comparisons are made in money teims, not in terms 
of subsistence or of beauty or of artistic merit or of moral deserving. 
This same standard tends to become also the test and measure of 
human achievement. Men engage in business, not solely to earn 
a livelihood, but to win a fortune in a pecuniary sense. To win by 
this money test is to certify one’s self tangibly and demonstrably a^ 
having scored in the most widesj)rcad and absorbing of competitions 
Is one a great artist — what do his pictures sell for ? Or what is the 
income of this leadrng advocate? or of (hat famous singer? How 
great are the author’s royalties? The peiuniaiy standard temb 
to be carried over into non-pecuniary lields. 

It is almost past belief how far both in degree and in direction 
money valuations pervade all our thinking. Cheapness is prone to 
be synonymous with ugliness, richness with beauty, elegance with 
expensiveness. No one can tell for himself where the really 
aesthetic begins and the sheer pecuniary ends. In the held of 
morals, also, the so-called cash-register conscience is an actual 
thing. And one might go still further and note that almost all 
great political issues, and almost all absorbing social problems, and 
almost all international complications rest upon a pecuniary basis. 
Our national problems are tarilT, labor unions, stiikes, money, 
trusts, banking, currency, railroads, conservation of resources, 
shipping, taxation. Success in elections, in the selection of senators, 
in the making of laws, and in the selection of judges is prone to be 
desired for financial ends and to be decided by pecuniaiy means. 
Diplomatic complitations hinge upon trade connections, the open 
door, fisheries and sealeries, colonies for markets, and spheres of 
influence for trade. Navies are trade guardians and trade auxili- 
aries. Eliminate from local politics tlie influence of the publit- 
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service corporation, of the contractor, and of the seekers for special 
pecuniary privileges, and wliat is left of the mimic i[)al problem will 
be mostly the pecuniary ne\us ot the slum with the ballot box, of 
the saloon with the police system, and of saloon and slum and 
brothel with the city hall. 

It is, in fact, the value problem — or more specilically and more 
accurately for j)resent society the [iroblem of market juice— that is 
the central and unifyiiyt^ problem of i)resent-day (‘conomics. Price, 
tlien, must attend and characteri/e all things that arc economic; 
and all thinys so attended arc so far economic in character. And 
more thin<j;s than those which accurately are material must fall 
within the scojre of j)rice IVicc extends its sway to the utmost 
limits of whatever is j)ro()erty, tangible or intangible — whether 
material or immaterial l’roj)crty covers — and therefore [)rice 
covers — debts, good will, fr'anchises — everything that is bought or 
sold. Price includes also many non-j)ro()erty facts — human serv- 
ices, such as the goods for w'htch jiayment is made to the actor, 
preacher, teacher, or singer. In the fact tliat anything sells at all 
in the present economic order is imj)licd its sale in terms of jirice. 
Wages, for e\am[)lc, are the |)ticc of the services*of emjiloyed labor; 
profit, the [)ricc-reward of the independent, self-emj)loved laborer 
(the entrepreneur, enterpriser, Unlet nelnner, or imprenditor)-, rent, 
the price commanded by j)ro])er ty lent in time for hire; interest, tire 
per cent whrch the time-use of wealth, in terms of jrricre, bears to the 
total price. Each of these is a jrrrce cjuantity or item, and each 
presents itself sj)ecirically as a problem of [rrice adjustmerrt. 

See also 88. The Meaning of Exchange. 

114. THE SHOR'I'COMINGS OF BARTER* 

The first difficulty in barter is to find two persons who.se disjiosable 
possessions mutually suit each other’s wants. T'hcre may be many 
people wanting, and many {assessing those things wanted; but to 
allow of an act of barter, there must be double coincidence, which 
wall rarely hapjien. A hunter liaving returned from a successful 
chase has jilenty of game, and may want arms and ammunition to 
renew the chase. But tho.se who have arms may hajipen to be well 
supplied with game, so that no direct exchange is possible. Sellers 

* Adapted by permission fron? W. .S jevons, Money and the Mechanism of 
Exchange, pp. 3-6. (D. Appleton & Co , 1898.) 
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and purchasers can only be made to fit by the use of some commod- 
ity which all are willing to receive for a time, so tliat what is obtained 
by sale in one case, may be used in purchase in another. This com- 
mon commodity is (ailed a nudium of exchange, because it forms a 
third or intc^rmediate ti'rm in all acts of coinmene. 

A second difficiilly arises in barter. At what rate is any exchange 
to be made? If a certain (juantity of beef be given for a certain 
quantity of corn, and in like manner corn be exchanged for cheese, and 
cheese for eggs, and eggs for flax, and so on, still tlie question will 
arise — How much beef for how much flax, or how much of any one 
commodity for a given quantity of anotlier ? In a state of barter the 
price-current list would be a most com])licated document, for each com- 
modity would have to be quoted in terms of every other commoditv 
or else conqilicated rule-of-three sums would become necessary. 
Between one hundred articles there must exist no less than 4,950 
possible ratios of exchange, and all these ratios must be carefully 
adjusted so as to be consistent with each other, eUe the acute trader 
will be able to jirolit by buying from some and selling to others. 

All such trouble is avoided if any one commodity be chosen and 
its ratio of exchange' with each other commodity be quoted. Know'- 
ing how much corn is to be bought for a pound of sih'cr, and also how 
much llax for the same quantity of silver, we learn without further 
trouble how much corn exchanges for so much flax. 'Fhe chosen 
commodity becomes a common denominator or common measure of 
value, in teims of w’hich w^e estimate the values of all other goods, so 
that tlieir values become caj)ablc of the most easy comparison. 

A thiid, but it may be a minor, inconvenience of baiter arises from 
the impossibility of dividing many kinds of goods. .V store of corn, 
a bag of gold dust, a caicass of meat, may be portioned out, and more 
or less may be given in exchange for what is wxmted. But the tailor, 
as we are leminded in sev eral treatises on politiral economy, may have 
a coat ready to exchange, but it much exceeils m value the bread 
which he wishes to get from the baker or the meat from the butcher, 
lie cannot cut the coat up witliout destroying the value of his handi- 
work. It is obvious that he needs some medium of exchange into 
which he can temporal ily convert the coat, so that he may give a part 
of its value fur bread, and other parts for meat, fuel, and daily neces- 
saries, retaining perhaps a portion for futuie use. Further illustra- 
tion is needless, for it is obvious that we need a means of dividing and 
distributing value according to our varying requirements. 
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1 15. THE EXCHANGE FUNCTIONS OF MONEY’ 

Money performs two distiiu t functions of importance, a( fiii^ 
a', (i) a medium of cxOiaiiyc. (:) a tommon nuM'^mc of \aluc. 

In its first form money is '^]m])ly any conimodit\ (-tci-mi‘d 1 )\ all 
[lersons -any article of food, dot Inn*;, or ornament uiiuli .in)' j^tusiui 
will readily receive, and which, thmefiue, e\ery person desiius to ha\e 
by him in greater or less quantity, in order tli.it he ma\ have the 
means of procuring necessaries of life .it an\ lime. Mihougli mam 
commodities may be capable of [leiforming this fiim tion of a medium 
more or less perfectly, some one aitide wall usually bt' sdcited, as 
mone) par exrcllt’fuc, by custom or tJie fon'e of cireunist.ini es. 'Phis 
aitide wall then begin to be iisial as a me.isure (d \ahie being 
accustomed to excliange things fieijuentK for sums of mone\ , people 
learn the \alue of otlxa' ailxles in tiams of money, .so that all 
e\('hanges wall most readil\ be cah ul.ited and adjusted !)y comparison 
of the money values of the tilings e\diang,ed 

A third function of money soon de\elop^ il-di ('ommeiee (.aiinol 
advance far before people begin to boiiow and haid, and debts of 
various oiigin arc contracted, it i.s in some c.ises usu.il, indeed, to 
restore the very same article which wais borrowed, a.!d in almost eviay 
case it would be possible to jeiy bads in the same kind of commodit)' 
If corn be borrowed, corn might be paid back, with interest in corn, 
but the lender wall often not wash to ha\e things leturned to liini at an 
uncertain time, wlien he docs not miidi need them, or when tlnar 
value is unusually low. A boirow'er, too, may need several diffeieiit 
kinds of articles, w'hich he is not likely to obt.iin from one person, 
hence arises the convenience of borrowing and lending in one* gcaicaally 
recognized commodity, of wdiidi the value \aiies little. E\eiy jieison 
making a contract by which he wall recei\’e something at a future d.ay 
will piefer to secure the receipt of a commodity likely to be as valu- 
able then as now. This commodity wall usually be the current money, 
and it will thus come to jK'rform the function of a slandaxi oj value. 
We must not supjiose that the substance serving as a standard of 
value is really invarialde in value, but merely that it is cho.sen as tliat 
measure by whic h the value of future payments is to be regulated. 

It is w'orthy of incjuir)' whether money does not also serve a fourth 
distinct purpose— that of enibc)dying value in a convenient form for 
conve)ance to distant places. 

‘ Adapted by permission from \y S jevons. Money and the Mechanism of 
Exchange, pp 13-17. (D Ap[)leton & Co, i<Sg8 ) 
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It is in tlie highest degree important that the reader should dis- 
criminate carefully and constantly between the four functions which 
money fulfils, at least in modern societies. We are so accustomed to 
use the one same substance in all the four different ways that they 
tend to become confused together in thought. There is evident con- 
venience in selecting, if possible, one single substance which can serve 
all the functions of money. It will sa^’e trouble if we can pay in 
the same money in which the prices of things are calculated. 


1 16. THE ROLE OF MONEY IN ECONOMIC ORGANIZE ITON' 

The institution of money is inseparably linked with the whole com- 
{)lex of our soOal arrangements. Its part in facilitating market 
operations is so direct and evident that it is generally conceived 
of as a mere medium of established exchanges or a mere measure 
of ])redetermined values. Yet a little rclleition shows that it 
permeates every asjiect of economic life, conditions all economic 
activity, and brings to all things economic mutual commensur- 
ability. 

I. It facilitates economic calculation . — In an isolated agrarian 
community, comj)osed of people possessing limited resources and 
loving the ‘‘simple life,” few commoditie.s will be produced. Crudely 
measuring costs against returns, and goods against goods, the people 
will not formulate with any exactness a unit in terms of which values 
can be gauged. Such crudeness in calculation will find its counter- 
])art in an economic order wherein the family is the economic unit, 
where theie is little division of labor, where natural resources and 
personal talents arc little devclo{)cd, and where production and con- 
sumption are interdependent. Rut if resources and talents are to 
be develo[)ed, if goods are to be produced to satisfy a larger range of 
wants, if tasks are to be distributed between indicdduals and com- 
munities, and if these are to be organized into a larger and more 
conijde.x whole, a rather precise instrument for the calculation of 
values must be found. And, as the economic entity becomes larger, 
its uses of resources more intensive, its products more varied, and its 
agencies more intei dependent, values must be calculated with more 
and more precision. 

' Adapted by permission from W. H. Hamilton, “The R6le of Money in 
I'Aonomic Organization,” in Moulton’s .\foney and Banking, Part I, pp. 39-44 
('I'he University of Chicago Press, 1916 ) 
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2. li encourages rational economic judgment. — If one’s economic 
world contains but a handful of tasks and goods, lie can, quite ration- 
ally and without comj)le\ ( alculations, choose tins rather than that. 
But in a world in which his judgment is confronted at e\ery point by a 
number of alternatives, and c\er}’ aiti\ity has pecuni.iry conncitions 
witii a large number of otluns, a derision is fiaiight with dilTu nil its. 
To be rationally com{iarcd tlie alh rnatixes must be icduted to quanti- 
tative terms. Since their dilTerenees are likely to be small, the 
determination of their values ie(juiies puaision. Sahalion is to be 
found in the “magic ritual of cakulaticm” base<l u[)oti the “ p^‘‘ 
unit.” The |)rcsence of such a unit, further, encourages the dcM'lop- 
ing of the “calculating mind,” whidi the mediae\al man would luue 
regarded as an intellei tual curiosity but which the modern business 
man esteems a priieless treasuie. It also stimulates the develop- 
ment and use of more exact accounting s) stems and the e\t lusion from 
economic judgments of non-pecuniary considerations. 

3. It permih the organization of consumption. — Where an individual 
or a group consumes its own j^nxlucts, it is a slave to its limited 
resources and its technical limitations. But under an oigani/ed 
pecuniary sc stem this tliraldom is broken. Imkcidual or gioup, 
no longer compelled to sati-^fy all its wants, lan ( hoose the tasks whi( h 
resources or technical cfiuiimcy suggest as nat^t aihantageous. For 
his labor the individual receives, not tlie wheat or the pig iron or the 
shoes which he has produce I, but “generalized juireliasing power.” 
F'or his consumption he chooses freely, .sjiending his jiurcha ing 
power upon a large number of goods, quite obheious to his lack 
of technical versatility. For him consumption is thus differentiated 
from production and organized upon the basis of a rational calculus. 
Since other individuals are acting likewise, the consumption of wealth 
by society is elaborated into a highly complex system. 

4. It perjnits the organization of production. — In an economic order 
without the division of labor, the “pecuniary unit” is unnecessary 
to the organization of production; but wliere specialization appears it 
is far otherwise. The single establishment uses divers kinds of 
laborers, a medley of raw materials, and quite varied industrial 
equipment. The costs of these and their proportions must be 
accurately gauged. Likewise the “production system” is a co- 
ordinated collection of specialized establishments that defies diagram- 
matic presentation. The individual establishment receives its “raw 
materials” from many sources; its finished products become the raw 
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adjustments between production and ron"um|)tion and l(‘a\es tlie 
price-structure capable of sustainin'^ a souctv as lui^hlv intc^^iated 
as before. 

The organizing function of the pccuiiuiix unit w not lonlincd to the 
present economic order. The pecumaix unit is a lit (ompanion for 
such institutions as {)ri\ate property, free i out met, pec uniat v ioni[)e- 
tition, and individual initiatixe. Hut it. sdxue would be ecinalb 
indis])ensa])le in a society cjuite unlike ouis. I'nder socialism, for 
instance, e\en tliough the state toc'k tlu* iniliatixe in {irodmtion, to 
guide its economic judgment it w'oiild n (|mie a me.ins for deleimming 
the quantilies in wliich its vaiied good^ wue (<) be prodmed. 'I'liis 
would retiuiie a means for e\a< t \aluition, siuh as could be found 
only in a proper accounting sxstiuu, foi wliuh the peuiiiai}' unit 
must furnish the ba^is. A( cordiiigK we max (oiidudi' that the 
pecuniar}' unit, the jiriiuipal mamlkNtatioii c'f money, is an agent \' 
of prime imjxortaiue in establishing and maintaining a comjilex ct o- 
nomic order. 

117. MONTY AND C\ld r.\L A('('l'Mt l.Xi'iON' 

First, calculations on the basis of the “pet iim^iry unit" are ma (o 
sar}' to an appreciation of future values In a non-t ahmkiling soi leiv 
few futuie values will staml out. 'I'here is no wax' of measiiiiiig xalui's 
of varxdng dc'gices of futurity. Hut the jaa uniary (alt ulus easilx’ 
resohes the^e Not only does it plate delinite \ allies upon fuluie 
goods, but It estimates with considerable .at ciiiat } then t osl. Het ause 
of tlit'ir assotialion with the “roundabout” method of j)r-odu( I ion, 
the latter are varied and numerous, d'he dt'lermination of theii 
values is further complicated by such lethnital f.ut-> as replat tuneni , 
depreciation, and obsolescence, ('onsetjuentiy an accurate act ounlmg 
system, based upon a precise unit, is necessary to an ap[)raisal id iht' 
costs and values of future good> 

Second, a jiecuniary calculus is net e>sary to a r.ilional tompaiison 
of present and future values. Suth an instrument enabho future, as 
well as present, needs to be tr.in^Iated intt) “pines,” m xvhitli form 
both can, in competition, make their appeals to the economit motives 
of man. The whole aggregate of uses, present ami future, to which 
goods can be put is reduted to an intelligible scheme. Thus rational 
thought can be taken both for today and for tomorrow. 

‘Taken by permission from \V II Hamilton, “Money anti Capital Aceu- 
mulation," in Moulton’s Part I, pp 32 34 (The Univeisity 

of Chicago Press, 1916 ) 
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Third, accumulation and production of capital goods are organ- 
ized, as aggregates, into a comprehensive system. Under a non- 
exchange system many, lacking means, will wish to invest; others, 
having means, will lack opf)ortunity for investment. But the system 
provides no instrument for bringing accumulations and opportunities 
together. But under the pecuniary system the processes of saving and 
technical investment are sci)arated. The uses to which capital can 
be put are gathered together into a nicely arranged scheme. Likewise, 
potential savings are aggregated into a similar scheme. Through 
competition the two aggregates are brought into harmony at a “price ’’ 
or a “rate of interest.” 

Fourth, the pecuniary calculus makes possible an intricate mecha- 
nism, which brings .savings and investments into a nicer adjustment. 
There is created a complex structure of savings an<l investment banks, 
trust and mortgage com])anies, insurance associations, investment 
companies, and underwriting syndicates, which togetlier bridge the 
gulf separating tlie two. 

In these several ways an organization of society, ba.sed upon the 
“pecuniary unit,” furnishes both tlie incentives and the means for 
capital formation. < 

ii8. QUALI'I'IFS OF A SATISFACTORY MONFY-METAL' 

'Fo dec idc upon the best material for money is a problem of great 
complexity because we must take into account at once the relative 
importance of the several functions of money, the degree in which 
money is employed for each function, and the imj)orlancc of each of 
the physical c|ualitics of the substance with respect to each function. 
In a simple state of industry money is chiefly required to ])ass about 
between buyers and sellers. It should, then, be conveniently port- 
able, divisible into ]deces of various sizes, so that any sum may readily 
be made up, and easily distinguishable by its appearance or by the 
design imi)ressecl upon it. When money, however, comes to serve, 
as it will at some future time, almost exclusively as a measure and 
standard of value, the system of exchange being one of jjcrfected 
barter, such properties become a matter of comparative indilTerence, 
and stability of value, joined perhaps to portability, is the mo.^t 
important quality. 

’Adapted by permission from W. S. Jevons, Money an^i the Mechanism of 
Exihange, pp 30-39. (D. Apjdeton & Co., 1898.) 
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1. Utility aiid value . — Since money has to be exchanged for valu- 
able goods, it should itself possess value, and it must therefoie have 
utility as the basis of value. 

In order that money may perform some of its fuiu tions eflic iently, 
e.^pccially those of a medium of exchange and a store of value to be 
carried about, it is important that it should be made of a substance 
valued highly in all parts of the world, and, if po^Mble, almost ecpially 
esteemed by all peoples. 

2. rortabiUty.—'Y\it material of money must not only be valu- 
able, but the value must be so related to the weight and bulk of (he 
material that the money sluall not be inconveniently heavy on the 
one hand, nor inconveniently minute on the other, d'he portability 
of money is an important quality, not merely becau'^e it enables the 
owner to carry small sums in the pocket w ilhout trouble, but be( ause 
large sums can be transferred from place to place, or from continent 
lo continent, at little cost. 'I he result is to secure an approximate 
uniformity in the value of money in all parts of (he w’orld. A sub- 
stance which is \ery heavy and bulky in proportion to value, like 
corn or coal, may be very scarce in one place and overabundant in 
another; yet the supply and demand cannot bt equali/ed wdthout 
great expense in carriage. Substances may be too valuable as well 
as too chcaj), so that for ordinary transac tions it w'ould be necessary 
to call in the aid of the rnicroscojie and the chemical balance. Dia- 
monds, apart from other objections, w'ould be far too valuable for 
.small transactions. 

3. IndeUrmtibility.—\i it is to be passed about in trade, and 
kept in reserve, money mu^t not be subject to easy deterioration or 
loss. It must not evaporate like alcohol, not })Utrcfy like animal 
substances, nor decay like wa)od, nor rust like iron. Destructible 
articles, such as eggs, dried codlish, cattle, or oil, have certainly been 
used as currency; but w’hat is tieatcd as money one day must soon 
afterward be eaten up. Thus a large stock of such perishable com- 
modities cannot be kept on hand, and their value must be very 
variable. The several kinds of corn are less subject lo this objec tion 
since, when wtII dried at first, they sufTer no appreciable deterioration 
for several years. 

4. Uomogeneity , — All portions of specimens of the substance 
used as money should be homogeneous, that is, of the same quality, 
so that equal weights will have exactly the same value. In order 
that we may correctly count in terras of any unit, the units must be 
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equal and similar, so that twice two will always make four. If we 
were to count in precious stones, it would seldom happen that four 
stones would he ju^t twice as valuable as two stones. Even the 
precious metals, as found in the nati\e state, are not })crfectly homo- 
geneous, being mixed together in almost all proportions; but thi^) 
produces little inconvenience, because the as^ayer reachly determines 
the (juantity of each pure metal present in any ingot. In the pro- 
cesses of refining and coining, the metals are afterward reduced to 
almost exactly uniform degrees of fineness, so that equal weights are 
then of exactly ecjual value. 

5. Divisibility . — Closely connected with the last property is that 
of divisibility. Jwery material is, indeed, mechanically divisible, 
almost without limit. The hardest gems can be broken, and steel 
can be cut by harder steel. But the material of money should be 
not merely capable of division, but the aggregate value of the mass 
after division should be almost exactly the same as before division 
If we cut up a skin or fur the [lieces will, as a general rule, be fai 
less valuable than the whole skin or fur, cxceiit for a special intended 
purpose; and the same is the case with timber, stone, and most othei 
materials in which fcunion is impossible. 

6. Slahilily of value . — It is evidently desiiable that the currency 
should not be subject to lluctuations of value. The ratios in which 
money exchanges for other commodities should be maintained as 
nearly as possible invariable on the average. This would be a 
matter of compaiatively minor impoitance wcie money used only 
as a measuic of values at any one moment, and as a medium of 
exchange. If all prices were alteied in like [iroportion as soon as 
money varied in value, no one would lose or gain, except as regards 
the coin which he ha[)pened to have in his pocket, safe, or bank 
balance. But, piactically speaking, as we have seen, people do 
employ money as a standard of values for long contracts: and they 
often maintain {)aymenls at the .same invariable rate, by custom 01 
law, even when the real value of the {)ayment is much altered. 
Hence every change in the value of money does some injury to 
society. 

7. Cogaizahilily . — By this name we may denote the capability 
of a substance for being easily recognized and distinguished from all 
other sub-^taiices. As a medium of exchange, money has to be con- 
tinually handed about, and it will occasion great trouble if every 
person receiving currency has to scrutinize, weigh, and test it. 
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Under cognizahility we ma}' properly include what has been ap(l\ 
called impjcssibility, namely, the capability of a substance to reuM\e 
such an im])r<>sion, seal, or de'-igii as shall establish its iliaiatlei 
as current money of ceitain value. W’e might more simply say lliai 
the material of inoiK') should hv: (oinablr, so that a poition, being om e 
issued ataoiding to pioper regulations with tin* impiesN of the slate, 
may be known to all as good and legal cinieiuy, ecpial m weight 
si/e, and value to all simiktily marked turieiu'v. 

no A TVriCAL MONUrXRV SVSl'KM' 

In the beginnings ol money-exi h.inge, llie money imed was htih 
more than ollicial ingots of one oi moie pieiious metals. Hut with 
the evolution of an elaboiate < omineii mI oidei , the piimilixe niorie\' 
has developed into a loinpln .iled tern ( on ^nlmg ot se\eial ditfei' 
ent kinds (>f mone}' eaih adapted to a ''peual oil of work, but all 
embodying a common unit and ban-d upon a (ommon standaid. 

The Inst tiling to be noted in an h <i nioiu-tai) system is the 
unit or pJDicipal lU iicmniuiiou and the submd iuuto denominations 
related to the unit as multiples or haitional paits tin not In our 
system, the unit IS a (lol Lit , suboi dinate deiKiminaJ ion - ai e t he ( ent , 
dime, half-eagle, eagle, and dou])le eagle In (Jre.u Hi it. tin, the unit 
is a pouml or so\ereign, in Irame, a fianc, in (jeiinany, a inatL, 
in Russia, a rouble, and so on 

Next after the diheient denominations of a nionetar\’ system 
conies the standard, wlinh is pioperly delined as that ichuh the 
value of the unit In the United States, the ultimate sl.'indaid is a 
lump of gold weighing 23 22 giains pure or 25 8 giants w hen alloyed. 
Whatever value siah a lump of gold h.is, the dollai also ha'. If the 
value of the lum[) goes uj), so also does that of the doilai. I he 1 ela- 
tion of the monetary standard to the s^^tem is dosel) analogous to 
that of tlic standai d of liouid nicasiiie to that system, d hat is, just 
as 8 33 pounds of pure w.iter determines what shall be the \olume 
of a gallon measure, so 25 8 giains oi gold deleiinines what ■'hall 
be the \alue of a doilai . 

The monetary stock - the ai tual money — consists of 'Ui’iulanl 
money and several suboi dnuite moneys .Standaid money is the kind 
which immediately tixes the value of the unit, and in terms of whn h 
other moneys are reckoned. In a tyjiical modern system, its most 

* Taken by })ermibsion from F. M. Taylor, Principles of Economics, p]). 131-32 
University of Michigan, 1916 
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distinctive marks are the legal prerogatives of free coinage and full 
tender for debts. The chief subordinate moneys are, in our system, 
legal-tender treasury notes, bank notes, silver dollars and their cer- 
tificates, and subsidiary coin — fractional silver, nickels, and coppers. 

The legal-tender treasury notes are a quasi-standard money, i.e., 
they do more or less fully the work of standard money. Without 
them all institutions needing to keep reserves of money to pay 
demand obligations would have to kee]i standard money for this 
purpose. As it is, such reserves largely consist of these treasury 
notes (in England, Bank of England notes). 

Bank notes, silver dollars, silver certificates, and subsidiary coin 
constitute the major part of the ordinary circulating money, the 
money actually directly used in the conduct of business. Sub- 
sidiary coin has the following characteristics: (i) being made of 
metal different from that which is the standard, (2) being short in 
weight, (3) having its coinage limited, (4) having its legal tender 
limited, and (5) being redeemable. The first characteristic is neces- 
sary to secure convenience in size; the second, to keep this kind of 
coin from being melted; the third, to keep it at par; the fourth, to 
hinder it from displacing the standard and to shut out forcing excessive 
quantities of it on creditors; and the fifth, to relieve the public of any 
excess^ as also still further to insure the parity of this kind of money. 

The silver dollar is more or less of an anomaly in our system, 
having full legal tender but not being freely coined. In effect, it 
acts as a subsidiary coin of large denomination. 

C. Credit and Credit Instruments 
120. CREDIT AND ITS FUNCTIONS 
A‘ 

It is often stated that modern industrial society is a credit society, 
the iinidication being that credit is the most significant factor in the 
present-day organization of industry and commerce. “Credit is the 
life-blood of commerce,” “Credit is the heart and core of the modern 
business structure,” are other common statements emphasizing the 
tremendous importance of this phenomenon that is called credit. 

While credit may be readily enough defined, an understanding of 
its real nature and significance is not so easily gained. It is a concept 

* Adapted by permission from H. G. Moulton, Principles of Bankings pp. 12-13. 
(The University of Chicago Press, 1917.) 
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rather than a visil)le something; or j>crhaps one might heller s.iy that 
it is incorporeal rather than tangible. It is theiefore an clu.sive ])hc> 
nomenon: “Now you see it and now you don’t sec it.” At any rate, 
the student usually has at first no little dilliculty in gras])ing its essen- 
tial nature. In particular, credit is very often confused with the 
instruments of credit. One can see a check or a promi.ssory note, and 
such instruments are therefore likely to appear as the very essence 
of credit. Tliey are, however, merely evidences of the antecedent 
credit process or transaction and as such are quite irrelevant to credit 
itself. 

The subject may best be understood through a study of the reasons 
for giving and receiving credit and an analysis of the many ways in 
which it manifests itself in our everyday business activities. It will 
be found that, whatever the partii uLir classification, all credit opera- 
tions invoK'c at bottom a common jiiinciple, though there has beam 
much discussion as to just what this basis of credit is - a discussion, 
however, which api)ears to have been largely due to a loose or differ- 
ing use of words. 

But while the granting of credit always involves a similar sort 
of analysis, there emerges, in the use of the funds cr goods borrowed 
on credit, a shar[) difTcrentiation, one that is fundamental to the entire 
study of banking: namely, the distinction between commercial and 
investment credit. The one is related to the process of manufactur- 
ing and marketing consumers' goods, converting raw materials into 
finished products in the hands of their final consumers; the other, to 
the creation of aijiital goods, machinery, tools and equipment, stores, 
factories, railroads, etc. The former usually gives ri.se, because of 
the very nature of the operations, to short-time credit instruments, 
notes, drafts, checks, etc.; the latter as a rule to long-time credit 
instruments, stocks, bonds, mortgages, etc. 

B‘ 

The fundamental notion in credit, as the name implies, is trust 
or confidence, but this characteristic obviously needs limitation; for 
the buyer of an article must always repose some confidence in the 
dealer even when the transaction is for ca.sh, and the practical rule 
is caveat emptor. There emerges then as the second principal charac- 
teristic the idea of deferred payment, taking payment in the widest 
12’ Adapted by permission from l.,S. Nicholson, “Credit,” in Paltjrave’s Du- 
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sense of the term. A credit transaction involves time before it is 
completed ; that is to say, a commodity, or the use of a commodity for 
a time, or some kind of service is rendered now, whilst the reciprocal 
service or commodity is given after a specified interval. 

Much controversy has taken place as to the distinction between 
capital, in the sense of production capital, and credit. The indi- 
vidual merchant or manufacturer regards his credit as one of the 
principal rec^uisites in carrying on his business. A manufacturer 
with good credit can at once expand his business to meet a growing 
demand, whilst his inferior in mercantile standing must proceed more 
slowly. It thus appears that, from the individual point of view, it 
is naturally regarded as giving increased productive power. Then, 
as so often happens in economics, a simple summation is made of the 
advantages of individuals, and credit comes to be regarded as part 
of the national (production) capital just in the same way as a national 
protectionist policy is fallaciously constructed from considering the 
gains to particular protected industries. It is evident, however, that 
in its sim{)lest form, so far as production is concerned, credit cannot 
directly increase the actual means of production which are poten- 
tially at the serv^ice of a nation, but can only transfer the right to 
use these means from one member of the community to another. 

But, although a sharp distinction may be drawn logically between 
exchange and production, it is obvious that in a modern industrial 
society exchange is practically a necessary part of production. For 
without exchange, division of labor, which is fundamental in pro- 
duction, could not be carried out, and without credit, exchange itself, 
in the ])rcsent state of society, could not be elTectcd sufficiently for 
division of labor. Accordingly, so far, a well-organized system of 
credit may be regarded as one of the productive forces of industry. 

At the same time, however, it seems useful to retain the old dis- 
tinction so sharply emphasized by Ricardo, M'Culloch, Mill, etc , 
between the actual material (production) capital and the mere trans- 
ference of the right to use that capital. If this is done, it will still 
be open to the economist to point out the different methods by which 
indirectly credit tends to increase production and also the accumula- 
tion of capital (in the narrower sense), (i) By means of credit capi- 
tal finds its way into the hands of those who can use it to most 
advantage, as is shown in the increased discount of bills when a 
trade begins to flourish. (2) By means of credit also the amount of 
national capital available for production is increased. Those whose 
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savinj^s would be too small (e.g., the working classes) if used alone, 
and those (e.g., tlie professional classes) whorannot use their wealth 
in material production, aie enabled by credit institutions and all 
kinds of joint-stock associations to add to the means of produc lion. 

Credit is e\idently essential to the full develojunent of compe- 
tition, and the growth of credit is historically one of the most marked 
characteristics of the progiess of society from status to contract. 
In nearly all contracts there is a deferrcal element on one side at 
least; in other words nearly all contracts involve credit, and thus 
again, indirectly at least, ciedit, by gi\ing play to freedom of con 
tract and competition, inci eases production 


1 21. TIIF HAMs OF ('RF.l)I P 


There has been a long-c ontinuc'd discus, ion o\'er the basis ol 
credit 0]^er«ilions, that is, the le.isons why credit is e.xtended by one 
person to another. One pai t\- to the contiocersy has stoutly insisted 
that cofijidc/uc is tlie basis of all grants of credit; that if one did not 
have confidence that a boi lower would repay a loan he would ne\ei 
think of making the loan, unless perchance for pc-rsonal or iihilan- 
thropic reasons. Others have held that property, lather than con 
fidence, is the basis of all genuine credit transactions. Without 
attempting to analyze the causes for this apparent dilferenc'e in \ lew, 
a tabular exhibit of the points usually investigated before ciedii is 
extended by uji-to-date business concerns will show that while (oii- 
fidence must exist before a loan will be granted, such conlidence is 
based in part on the borrower’s pro[)erty and 111 jiart on his jiersonal 
characteristics. 

The customary matters investigated may be grouped in two 
general classes as follow's.* 


Plkiaimno 10 Cmah 

a) Record for honest dealing 

b) Peisonal habits 

1. Church afl'iliations 

2. Gambling and drinking tend- 
encies 

3. Political ambitions 

4. Style of living; wife’s social 
ambitions 

‘ Taken by permission from II. G M 
(The University of Chicago Press, igi?-) 


rLK OF Borrow EK 
Reputation for ability 
I Common sense and slucuvdm 

2. Age and gener.il evjxu u in i* 

3. Sutc'css in this line of hu.Mucws 

4. Success in other lines of busi- 
ness 


I, Principks of Banking, pp. 15-16. 
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Pertaining to Character of Business 

a) Ratio of quick assets to current d) Rate of turnover of stock 

liabilities e) Location of business, and char- 

b) Amount of capital invested and acter of competition 

proportion owned f) Insurance carried 

c) Character of stock of goods 

It will be apparent that these points are not entirely unrelated. 
A man of excellent business ability, for instance, would ha\'e his 
business properly organized, and on the other hand, if it were found 
that a business was poorly equipped and managed, it would be cer- 
tain that the man’s business experience or business capacity was 
strictly limited. Investigation of these two kinds, howxver, usually 
serves to furnish a more adequate basis for a sound judgment of tlie 
risks involved. Perhaps one may conclude from this analysis that 
before deciding to extend credit one should at any rate have confi- 
dence in two points: (i) in the ability of the borrow'er to pay as 
promised; and ( 2 ) in his willingness or intention to pay. One is a 
matter of property and business ability; the other a question of 
honesty and business reliability. 

122. THE DEVELOPMENT' OF FORMAL CREDIT' 

From the point of view of credit, industiial development may be 
divided into five stages. Wheat-growing may be taken as rudely 
typical of the development: 

I. In the first stage the wheat-grower is practically isolated from 
the rest of the world, tJirown entirely on his own resources. Wheat 
does not satisfy all his wants. He must, therefore, after producing a 
certain amount of wheat, shift his labor to the production of other 
things. Credit has no place in such an economy. 

II. In the second stage our farmer has a few neighbors — a black- 
smitli, a shoemaker, a tailor, a storekeeper, a school-teacher, a parson, 
and die editor of a country newspaper, The farmer has learned 
that he gets a greater surplus utility by producing more wheat than 
he needs for personal uses, and bartering this excess with his 
various neighbors in return for their goods and services. The wheat- 
grower has now taken the first and most difficult step in industrial 
civilization. 

* Adapted by permission from Sidney Sherwood, “The Nature and Mechanism 
of Credit,” Quarterly Journal of liconomics, VIII (i893“94). K6-67. 
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III. In the third stage regular markets for wheat and otlier goods 
have become established, and money is in common use. Our farmer 
sells his surplus wheat for money, and afterwards buys the desired 
goods with money. There is no essential difference between this case 
and the last. Physically, gold coin is imperishable; wheat is not. 
d'his is an advantage. Psychically, gold coin is a claim upon all men. 
Xo one in the market will refuse it. Money is generic, not S}K‘citic. 
d'his is anotlier advantage. The bullion, as collateral, is much better 
than wheat. This is still another advantage. 

IV. In the fourth stage our farmer believes that, if he had more 
cajiital, so as to enlarge his operations yet farther, he would still 
gain. His neighbor, also a wheat-grower, now getting old and wish- 
ing to retire partially from active business, lends him Si,ooo worth 
of capital in return for our farmer’s note, payable in a year, d'here is, 
furthermore, at the nearest village a grain-dealer who also deals in 
agricultural supplies. Our farmer, from time to time, buys from him 
various articles needed “on credit’’ and brings him wheat from time 
to time, for which he receives credit. He has now become a formal 
debtor as well as a formal creditor. He has given e.vprcss, definite, 
legally enforceable promises to other men to pay theirfat a future time 
certain amounts of wheat or money. These credits, book credits or 
promissory notes, I call “formal” credits. 

He will be able to borrow so long as he proves his ability to pay 
more for the use of capital than its owners will gain by using it them- 
selves. d'hus the “credit” which will be given to our farmer will 
depend upon his industrial worth as a manager of capital, and thus 
the capital of society tends to get into the hands of the com()etent 
managers. 

V. This is the most highly developed stage of industry, with 
credit organized in banks and banking systems. There is no need 
to describe the familiar processes of banking. In the further speciali- 
zation of industry due to credit a special class of dealers in credit 
instruments themselves has grown up. 

Credit, to attain its highest usefulness, must be capable of easy 
generalization. This is accomplished mainly in two ways: (i) by 
expressing credits in terms of money, which is generic; and (2) by such 
an organization of credit instruments and credit institutions that the 
owner of personal industrial capacity may readily exchange his indi- 
vidual credit, a purely specific thing, for wider credits. The banks do 
this, and the great banking systems which have grown up in the 
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present century carry the process still farther. Our national bank- 
ing system realizes in a marked degree the idea of universalizing 
individual credit. A man getting his note discounted by a national 
bank has at his disposal a credit which is everywhere accepted, and 
this, too, with a remarkable economy of gold money as a reserve. 

123. THE VARIOUS KINDS OF CREDIT' 

The divisions of credit have been classified as follows: Public 
Credit; Capital Credit; Mercantile Credit; Individual or Personal 
Credit; and Banking Credit. 

By Public Ciedit is meant chiefly the borrowing operations of 
governments, whether national, state, or local, through the issue of 
interest-bearing securities. The government promises to pay interest 
on a bond from year to year and to rei)ay the princij)al at some stated 
future date. The purchaser of the bond accepts tlie government’s 
promise of intention to pay and has faith in its ability to keep that 
promise, ddie government by means of its credit is therefore abK: 
to secure funds for present needs. An issue of jiaper money by the 
government is anoiher examjde of a credit operation. Even vvdthout 
any fund for redemption purposes an issue of pajier money will not 
for a time depna lale to worthlessness; a promise of ultimate redemp- 
tion will give it some value so long as faith in tlie word of the go\ern- 
ment is not entirely shattered. At any rate, a partial reser\e in 
coin, as in the case of our greenbacks at present, will maintain the 
value of paper currency. To the extent of the uncovered issue we 
have a pure credit currency. 

By Capital Credit, or Industrial Credit, to employ another term, 
is meant the credit used by coiporations in procuring the necessary 
capital required in their business operations. The corporation agrees 
to return to the purchasers of its bonds at some future date the equiva- 
lent of the funds borrow’ed, with interest. The bondholder thus 
extends funds to the corporation because he believes the credit of the 
coiq)oration is good. The purchaser of stock, also, trusts his funds to 
tlie managers of a corporation, and it is understood that he is to 
receive di\idends in the future (if earned) and ultimately, if the busi- 
ness is liquidated, a leturn of his share of the cafiital. There is the 
obvious ditlcrence between a holder of stock and of bonds that one is 
an owmer and tlie other a creditor, that tlie returns to the one are 

* Taken by permission from H. 0 Maolton, Principles of Banking, pp. 16-2 p 
prhc University of Chicago Press, iqi6.) 
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wholly contingent, and to the other definite, in so far as the mortgage is 
adequate. But credit, through the entrusting of one’s funds to a 
third party, is an essenti<il element in both. 

Mercantile Credit is the credit used by producers, wholesalers, 
commission merchants, retailers, etc., in connecli<m \\ith the manu- 
facture and .sale of commodities, that is, with the movement of goods 
from first producer to ultimate consumer. For instance, a manufac- 
turer w'ho buys raw materials to be made into finished C(»mmodities 
may agree to pay the producer of the law materials onl> after he lias 
sold his product. He has tluis been “trusted” bv the pioducer, 
there has arisen a “ time obligation,” a future pa\ ment. Or the manu 
facturcr may at once jiay the j'lroilucer w'ith cash, jirocuring the cash 
by a loan from the liank, which he [iromises to repay after the gootls are 
manufactured and sc'ld. In this case he has used his credit with the 
bank instead of with the producer of the raw materi.ils, but it is 
obvious that the nature of the ojieration is the same. A wholesaler or 
retailer may likewise jnirchase the goods he wishes to sell, on time, 
or on funds bonowed from a bank, as the case may be, agieeing to 
repay the loan after the goods aie sold. 

^Mercantile Credit is to be distinguished from Ca^^ital or Indiistiial 
Credit by the character of the business which cmf)lo)s it and lh(’ 
nature of the use to which the funds are put. A characteiisti*' 
feature of Mercantile Credit is that it usually runs for a short time, 
whereas Industrial Credit is usually extended for long peiiods. Mer' 
cantile Credit is represented by promissory notes and bills of exchange 
rather than by bonds or stock certificates. 

Personal or Individual Credit obviously takes its name from the 
fact that it is connected with individuals rather than with public 
or private corporations, It is the means by which an individual ma\ 
secure goods for consumj)tion i)urposes without an immediate jiay- 
ment of cash. The laborer who settles his bills on the weekly jiay 
day, the salaried man who pays by check at the end of the month, 
and the farmer who settles his account at the village store when he 
sells his crops are ca.ses in point. Personal Credit is distinguished 
from other credit in part by the character of the security furnishcrl 
by the borrower and in part by the use that is made of the things 
borrowed. The basis of the security is an indirect one, tfuisisting 
primarily, not of actual property in hand, but of a recognized earning 
power from personal or professional services. The things borrowed 
are generally u.sed for immediate consumption rather than for further 
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production. Such credit is therefore often called ‘‘Consumption 
Credit.” It is also sometimes spoken of as “Retail Credit,” because 
it is used primarily in retail transactions, d'liis, however, is con- 
fusing, because such a term might mean the credit of the “retailer” 
himself. 

Personal Credit is usually extended without requiring a deposit 
of collateral as security and even without a written promise to pay in 
the future. A promise is, however, implied, and the entry on the 
books of a retail store is the evidence of the credit transaction. 
“Book Credit” is a name commonly used in this connection; but this 
name describes not so much the character of the credit o[)eration as 
the manner of “evidencing” the credit transaction. The credit on 
the books is an evidence that a personal credit has been granted. 

The fifth form of credit has been called Banking Credit. As is 
well known, banks furnish funds to borrowers of every descri[)tion; 
it is to tlie banks that one in need of credit naturally turns. But by 
Banking Credit is not meant the credit extended to individuals, cor- 
porations, merchants, and governments. Such forms of credit fall 
witiiin the classifications given al)ove. Tlie essence of Banking Credit 
may be discovercti only in tlie answer to the question, Wliere do the 
banks procure the funds which they loan to the business world? 
These funds are procured in part from tlie banks’ own capital, and 
in part from the fumls that have been left with them by individual 
depositors; but in the main it is through the use of their own 
credit. 

A bank uses its own credit in much the same way as does an 
individual. A man who is responsible morally, who has a reputation 
for business honesty and ability, and who has security in the form of 
commodities that enter into trade, is able to borrow on his credit. He 
uses his good name and his property as means of securing funds for 
immediate use. A bank likewise, if it possesses the confidence of the 
community, is able to extend its business by means of its credit. The 
simplest use of its credit is found in the entrusting of funds by deposi- 
tors with the bank — for safe-keeping or use, as the case may be. 
There is a more important way, however, in which our large com- 
mercial banks use their credit. A bank with $100,000 cash on hand is 
able by means of its credit to do a business equal to five or six times 
this amount. This is accomplished through borrowing on its credit. 
Just as a government borrows when it issues paper currency, so a bank 
borrows when it creates obligations, either in the form of bank notes 
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or deposit accounts against which cliecks may be drawn. The 
ordinary commercial bank usually owes on demand several times the 
amount of its cash. A bank is safe in thus extending its obligations so 
long as tlie management is etlicient and the resources other tJian cash 
are amj)le. There are some bt>ecial problems involved in tlie use 
and control of Bank Credit, but in essence it docs not difTer from the 
otlier forms of credit tliat have been enumerated. 

Viewing credit apart from particular groujis of persons or organi- 
zations, such as governments, coiporations, wholesalers and retailers, 
banks, and private individuals, two distinct ty])es of credit may be 
distinguished, namely, commercial and investment credit. This clas- 
sification is of the foremost imjiortancc from the sl.indpoint of eco- 
nomic analysis and a clear underst<inding of the j^rinciples underlying 
the various forms of banking operations. 

Investment credit is that which is used in the financing and 
development of business cnter|)rises such as railroads, factories, work- 
shops, stores, farms, and mines. The funds borrowed are invested 
in foxed or durable forms of capital goods, as distinguished from (on- 
sum}jtivc goods. In consequence, the borrower does not e.xpect ti) 
be able to repay the loan within a few weeks or lAonths; rather, he 
plans to pay the [irincipal of the loan out of the accumulated earn- 
ings of the business in the c'ourse of several years, d'hc lender, 
similarly, regards such a disposal of his funds as permanent, hence 
the term iiiveshuoit. 

Commercial credit, on the other hand, is used in finaruing the 
manufacture and marketing of goods, and it ha^ to do only with con- 
sum])tivc goods. It is only another name for the mercantile c redit 
described on a previous j)age, viewed from another angle -that of 
the use to wdiich the funds borrowed are put. Unlike the borrow’er 
of investment funds, the borrower here wishes to use his funds only 
temporarily. A concrete case will .serve to illustrate the dilfereiue: 
A borrow^s, let us say, $10,000 and |)urchases a stock of goods with the 
money. Tw'O months later he sells these goods for $11,000, or at a 
profit of 10 per cent. The goods purchased thus furnish the direct 
means of liquitlating the loan. 'I'hc borrower for investment j)urpf)ses, 
on the other hand, invests the $10,000 in a factory. He does not c(jn- 
template selling the factory wdlhin a few weeks or months. On the 
contrary, he expects to use the factory for many years in the manu- 
facture of commodities. It may take ten yc^ars or more before the 
accumulated profits will permit the repayment of the principal of the 
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loan. The latter is a long-time process, requiring years for fruition; 
the former a short-time oi)eration, carried to completion in a few weeks 
or months. It is by means of the former that industries are developed 
and continued; it is by the latter that the manufacture and marketing 
of goods are accom])lishcd, that commodities are transferred through 
])ur(hase and sale from the original producer to the hands of the 
ultimate consumer. 


124. 'l Yl’KS OF (T)MMERCIAL CRT-iDlT INSI'RUMEN'J 

A promissory note is an unconditional written promise by X (the 
maker) agreeing to pay, eitluT on demand or at a delinite future date. 


A PROMISSORY NOTE 


!rsl 




Dut 

k CvC ^ I9J^ 

. after data for value received the undersigned promise to pey to the order of 


No. Chicago Illinois. 2 / 


fHE National City Bank of Chicago 




. DOLLARS 

at Its Banking House In 4 hkago Illinois, with Interest AFTER MATURITY at the rate of seven per cent per 
annum until paid and with costs of collection and a reasonable attorney fee If not paid at maturity Presentrnent 
and demand for payment, notice of non payment protest and notice of protest are coiA and all hereby waived by 
the makers, endorsers and guarantors jointly and severally Any Indebtedness owing from said bank or legal 
holder hereof to the undersigned or to any endorser or guarantor may be appropriated and applied by said bank 
or legal holder on this note at any time either before or after maturity of this note and without demand upon or 
notice to any one 
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. ^ ^ 


a sum of money to V (the t)ayee) or to V’s order or to bearer. It 
may or may not designate the })lace at which payment is to be made. 
Promissory notes may be issued by institutions and governments as 
well as by individuals. Bank notes. United States notes, certificates 
of deposit, etc., are forms of the promissory note. 

To indorse a note the pa} ee writes his name across the back of the 
instrument. T'his act makes the payee, like the maker, responsible for 
the jiayment of the note. Notes may also be indorsed by third parties, 
thereby adding to tlie number of those responsible for the payment 
of the note. Notes which show only one person responsible for the 
pa}'ment are called single-name paper. Those which Iiave two or 
more signers arc called double-name or three-name paper. 

‘ Taken by permission from II. G. Moulton, Principles of Banking, [)[>. 32-35. 
( rhe University of Chicago Press, 1916) 
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A hill of exchange is an unconditional written older, signed by X 
(the person giving the order the drawer), ordering Z (the drawee) to 
pav, either on demand or at a detinite future (late, a sum of nione\ 



to Y (the payee) or to Y’s order or to hearer. The drawee may indi- 
cate his willingness to honor it hy signing his name to the w'ord 
“accepted’/ written across the face of the lull. 
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Bills of cxclian^fc are of two kinds - foreign, and domestic or inland. 
A foreign bill is legally defined as one the drawer and drawee of which 
live in different countries or different states, while a domestic bill is 
one both parties to whidi live within the same slate. Business 


A J OKEION HILL OF LXCIIAXGL 



custom, however, warrants our using the term domestit hill foi all bills 
when both parlies live in the United Slates, regardless of state lines. 

There is likely to be some confusion as to when to use the term 
draft. Draft and bill of exchange are often used interchangeably. 



Lor instance, we speak of drafts on London and bills of exchange on 
London, and we say New York exchange and drafts on New York. 
In the business world, however, there is a growing custom of using 
the term draft when speaking of domestic transactions, while one more 
frecjuently hears the term bill of excJiange in connection with foreign 
transactions. 
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Bills of exchange may be cla^^il'ied according to whether or not the 
parties to the order are bankers. A banker’s draft is an order drawn 
by one bank and pa) able by another. It is not necessar)-, ho\ve\'er, 
that the parly to wliom it is ]xi\able be a bank. In tlu‘ ca^e of 
individual or trade bills of exchangt* the pa\ee ma\ be the drawer 
himself as well as a third ))arty. d'he])a\ee may also be a bank. 'I'he 
second l)arty, the drawee, may likewise be a bank, in which Ciise the 
bill of exchange is in the form of the familiar c lu-ck drawn by a person 
against his deposit account in a bank. 

Bills ma\ be classitied according to whether or not the')’ aiisc- out 
of actual comnua'cial transactions, llcaue wc* ha\’e bankca's’ or 
linance bills, trade or commcaxial bilK, and accommodation bills. 


l“l RsO\ \|. H \\k C HI ( K 



Ikinkers’ bills are used merely as a means of making pac ments and 
transferring balances and are secured by the reputation of the bank 
that draws them. A commercial bill aiises out of an actual sale of 
gocads, ancl is secured, not vinly by the general responsibility of the 
drawer, but also by the goods which have been exchanged for the 
[lurpose of sale. Accommodation bills are bills which do not arise 
out of any business transaction already concluded, though there ma\^ 
be an intention to purchase goods with the funds procured. 

In order to illustrate the use of these instruments, suppose that X 
has bought a bill of goods from Y. X may pay in one of several ways: 
(i) He may ‘'pay ca'^h,”. and this may be in bank ncjtes, United States 
notes, gold certificates, etc. (2) He may give Y a check on his (X’s) 
bank. (3) He may draw' and deliver a bill of exchange on Z payable 
to Y or Y’s order. In such a case Z is presumably a debtor to X. 
(4) He may^give Y a promissory note. This will merely defer actual 
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payment. (5) He may “ accept ” a bill of exchange which Y has drawn 
upon him. This also merely defers actual payment, (6) He may 
transfer to Y some check or promissory note or bill of exchange which 
some other person (say V) has drawn to X’s order or to bearer. (7) He 
may buy from his banker a banker’s draft drawn (on some other 
banker) in favor of Y. (8) He may buy from his banker a cashier’s 
check. 

125. THE INCREASING USE OF COMMERCIAL CREDIT 
INSTRUMENTS' 

1. The volume of business that can be done by credit paper 
depends on several circumstances. Obviously, in the first place, it 
depends upon the banking facilities of the country. If the banks are 
widely distributed, if they are willing to deal in transactions small 
enough to be within the reach of large numbers of people, many more 
transactions will be settled through them than would otherwise be the 
case. This fact undoubtedly ex])lains in large measure the develop- 
ment of what may be called the “banking habit” among the people 
of the United States. Undoubtedly our peojilc pay by check much 
more commonly 'and much more largely than peo})le of any other 
country. 

In the next place, the density of population is, of course, an impor- 
tant factor in the growth of credit exchanges. A larger volume of 
business is settled by bank paper in a commercial center than in an 
agricultural community, even though the proportion of total business 
thus settled may not be larger. 

Finally, the general education and intelligence of the mass of the 
people is an important factor. Men do not use banks unless they have 
confidence in them, and they have come to be regarded as a settled 
part of the ordinary commercial mechanism of the community. 

2. It is very clear that a large proportion of the business of the 
country, even in the retail trade, is done by means of credit instru- 
ments. We are justified in concluding that 50 or 60 per cent of the 
retail trade of the country is settled in this way. Over 90 per cent 
of the wholesale trade of the country is done with checks and otlier 
credit documents. We may therefore safely accept an average of 
80 to 85 per cent as the probable percentage of "business of tliis country 
transacted by check. 

* Adapted from David Kinley, Use of' Credit Instruments in Payments in the 
United States, passim. National Monetary Commission. 1910. 
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3. The amount of money released by our credit (ransu'tioIl^ is 
not equal in amount to the volume of credit inNliuments, for there 
must always be enough to settle the uncameled balaiues called for 
in money from day to day. d'he amount of money di.splaccd is the 
difference between the amount that would be nec'ded in a pm civ 
money regime and the amount needed to pay the uncaiui'K'd balaiu es 
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of the credit transactions. It is important to note that an inc rease 
in the volume of credit transactions does not necessarily mean tliat 
we must get a proportionate iiu rease in our reserve of money. ls\ ei \ 
refinement of the credit mechanism makes it possible to do a larger 
volume of business on the .same rescr\’e. 

4. The fact that so large a ])roportion of business is done ^^ith 
credit paper may or may not be a good thing. Whether it is or not 
depends on circumstances. If any ])art of the country is compelled 
to use checks because of the lack of currency, when it would prefer 
the latter, the situation is an evil. 
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In the next place, the settlement of a very large proportion of 
exchanges by means of credit paper introduces a delicacy of character 
into the trading mechanism of a community which may cause it to 
be more easily upset. The larger the volume of credit settlements 
in proportion to the volume of money settlements, the greater the 
panic when confidence breaks down and the balance of canceled credit 
transactions thereby is made larger. A breakdown of confidence 
means an increase in the amount of transactions that must be settled 
by ready money. Therefore it is not a safe condition for the country 
to have the amount of actual money so small for its retail transactions 
that, when confidence fails, the strain on it will be severely felt. It 
would be better for the country to have a smaller volume of credit 
transactions and a larger volume of direct money payments. If the 
habits of the people preclude this, then there ought to be some means 
of supplying additional currency when credit as a means of payment 
diminishes. This currency ought to be as safe and as uniform as the 
ordinary currency and it should be capable of being quickly emitted 
and recalled. That is, it should possess elasticity. 

5. Such evidence as there is seems to indicate that payment by 
check has shown an increase during the past few years: 

a) In the first })lace, the returns of our reports show a larger per- 
centage in retail trade. 

b) The prosperity of the farmers in the Central West has enabled 
many to have bank accounts who fifteen years ago could not carry 
balances. 

c) The third evidence is found in the growth of the number of 
small banks, especially in the country districts. Since national banks 
have been permitted to establish themselves with a capital of $25,000 
their number has increased. 

d) The appearance of a considerable proportion of checks in the 
deposits of mutual savings banks is also, to some degree, significant. 
Of course the credit documents received in the deposits of these banks 
may be to a considerable extent money orders. Nevertheless their 
deposits show a certain use of credit paper by the patrons of these 
banks. 
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126. TYPES OF INVESTMENT CREDIT INSTRUMENTS* 
(BONDS) 

A comprehensive basis for the classilieation of bonds is not to 
be found in the bond lists nor in luirent market rei)orts. Tlie names 
and classes thus arranged are for purposes of eoinenient reference 
and usually follow the j)raeliee of the local exchange. Generally 
speaking, bonds receive their titles from one or more of the following 
characteristics: (i) d'he diameter of the coiporation using them; 
(2) the purpoM' of issue, (3) the nature of securit}' given for ]>ayment; 
(4) the terms of payment, and (s) i’"' idence of ownership and transfer. 
The first of these five charae leii^tu s is used as a basis for general 
classification, d'hat is to say, (jiiotatioiis arc usually arranged under 
tlie following lieads: 

(Government -state and national. 

Municipal and county. 

Railroad, express, and steamshij) comjianies. 

'fraction comjianies. 

Gas, electric light, and water companies. 

Bank and trust comjiaiiii'^ 

Invest miMit conijianies. 

Indu'-t rials. 

Mining companies. 

Mi.sccllaneous. 

CLASstFK’ \ ri()\ AdORDlNO 10 PURPOSE OF ISSUE 

Among the many varietiis of bonds which take their names from 
the purjiosc of issue the following may be notcal: 

Adjustment bonds, bridge bonds, constriution bonds, consoli- 
dated bonds, car trust bomb, dock and wharf bonds, ecjuipmcnt 
bonds, extension bonds, founders’ bonds, ferry bonds, general bonds, 
improvements bonds, interim bonds, interest bonds, [lurchase money 
bonds, refunding bonds, leorgani/ation Ixaids, revenue bonds, subsidy 
bonds, terminal bonds, tunnel bonds, temporary bonds, unified bonds. 

CLASSIFICATION OF BONDS ACCORDING TO THE (IIAKAC'IER OF SECURITY 
PROMDED FOR PAYMENT 

From the point of view of the security given for payment, bonds 
fall into two general classts, \i/., (i) unsecured, and (2) secured. The 

‘Adapted from F A Cle\eUnd, “('lasofK ation and Description of Bonds, 
Annals of the American Academx of Political and Social Science, XXX, (1907) 
400-411. 
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secured bonds may again be divided into two general classes, (a) those 
having personal security and (b) those secured by liens on specific 
property. These in turn may be subdivided as follows: 

I. Unsecured. 

a) Government bonds. 

b) Corporate debentures. 

II. Secured. 

a) Personal security. 

1. Indorsed bonds. 

2. Guaranteed bonds. 

a) Guaranteed as to principal. 

b) Guaranteed as to interest. 

c) Guaranteed as to both principal and interest. 

b) Lien security. 

1. By character of property pledged. 

a) Real property. 

1. Land-grant bonds. 

2. Real estate bonds. 

b) Personal property. 

1. CoMaleral trust bond. 

2. Sinking-fund bonds. 

2. By the character or priority of lien. 

a) First, second, or third mortgage bonds. 

b) General mortgage bonds. 

c) Blanket mortgage bonds. 

d) Consolidated mortgage bonds. 

e) Income bonds. 

/) Profit-sharing bonds. 

g) Dividend bonds. 

3. By the chaiactcr of the holding participation receipts. 

BONDS CLASSIFIED ACCORDING TO EVIDENCE OF OWNERSHIP AND 
TRANSFER 

Considered from this viewpoint there are three classes, viz., 
coupon bonds, registered bonds, and coupon registered bonds. 

Coupon bonds are issues the contracts for payment of interest on 
which are evidenced by separate coupons or contracts for payment, 
which fall due consecutively on the interest-paying dates. The 
coupons may be detached and constitute complete promissory notes 
in themselves, payable to bearer. The coupons are usually written 
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on small sections of a sheet of paper attached to the princijKil obliga- 
tion and as they mature are clij^ped off and picsentcd for payment 
They are frequently presented for payment through a bank as a 
check or draft would be. 

Registered bonds are credit instruments the interest obligation 
in which is c\]:)ressed in the same writing or paper as in a promissory 
note, tlie ownership of the bond being registeied as a means of j)ro- 
tecting the payee against loss, necessitating a formal transfcT and 
registration to transfer the title when the old instrument is canceled 
and a new one issued. Interest is payable by money deli\(a\' or by 
check sent by mail to the address of the registered holdei. 

Registered coupon bonds are issues the j)riiicipal of wlnMi is regis 
tered, the coupons being made payable to bearer. 

In practice a single bond issue may have any number of these 
many distinguishing characteiistics, so long as they are not in 
conflict. 

127. TVPKS OF INVKSTMFNT CRKHTr INSTRUMENTS* 
(SrO('KS) 

For the sake of accuracy and convenience in e^xpressing the inter- 
ests of the stockholders in the capital stock, and in the cortiorate 
property and business which tliis capital stock re()^e^enls, it is regarded 
as divided into equal shares, termed ‘‘shares of stock.” When by 
tntrehase or otherwise a person ac(]uires an interest in tlic cajiital 
stock, he becomes a stockholder in the coqK)ration, and his interest 
is e\[)ressed in these shares of stock. 

Certificates of stock arc issued to stockholders evidencing the 
numlx'r of shares w-hich they own. These certilicates of stock are 
po])u!arly, though incorrectly, referred to as “stock.” Tlic inten'st 
they rcpiesent in tho corpoiation is also, and correctly, (h'o'gnated 
“stock.” 

d'he par or face value of shares of stock is fixed by the charter of 
the [larticular corporation, and, unless cxjiressly limited by statute, 
is ])Iace(l at any amount desired by the incorporators. One hundred 
dollars is the most common jxir \aluc of shares. 

It may be noted that the par value and the actual value of a share 
of stock may be very different. A hundred dollar share of stock in a 
prosperous corporation will freciuently be worth several times that 

* Adapted by permission from^ Thomas Conyngton, The Modern Corporation, 
pp. 45-57. (The Ronald Press, 1913.) 
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amount, while in an unsuccessful corporation it may be worth little 
or nothing. In either case the par value remains the same. 

The ‘‘capital stock” or capitalization of a corporation should be 
very clearly distinguislied from its “capital.” 

The capital stock is the total amount of stock the coqioration is 
authorized by its charter to issue. This amount is fixed in the first 
place by the parties organizing the corporation — who are termed the 
incorporators — and, once accepted and authorized by the state, may 
only be changed by formal amendment of the charter. 

The capital, on the other hand, is the actual amount of property 
owned by the cor|)oration— that is, its assets. It is olivious that the 
value of these assets is liable to change with the fluctuations of the 
business or from otlier causes. 

In conservative incorporations the capitalization usually corre- 
sponds with the initial ca]utal. Tliat is, for every dollar of stock the 
corporation issues at the time of its formation it receives a dollar in 
cash or property. Later this relation will vary, the capital stock 
remaining the same but the capital increasing or diminishing with the 
fluctuations of the business. 

Unissued stock in itself a nullity. Until it is issued it represents 
notliing. It is not an asset of the company but is nuTcly an unex- 
ercised right to issue stock when and as subscri[)tions for it can be 
obtained. 

Issued and outstanding stock is that which has been issued foi 
cash, pro^ierty, labor, services, or other values, or which has been 
subscribed for and the subscrijitions accepted by the company. The 
actual certificates by which this stock is represented may not have 
been issued, but as soon as a purchase is duly consummated or a sub- 
scription properly accepted, the stock affected is issued stock, and the 
subscribers or purchasers are stockholders of the company. 

In most of the states payment for-stock may be made in anything 
of value. If the corporation has received the full face value for issued 
stock in cash or in any other permitted form of payment, sucli stock 
is termed full-paid, and its certificates should be marked “Full-Paid” 
in order to indicate this fact. After stock has once been issued for 
full value, it may be sold at less than par without involving the pur- 
chaser in any liability for the ditlerence. 

If the cor|)oration has not received the full face value for issued 
stock, the stock is but partly paid, and the purchaser of such stock 
may usually be held liable for the amount necessary to render the 
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stock in his possession full-paid. This liability may be enforced either 
by the corporation, or, in event of its insolvency, by any creditor of 
the corporation. 

It is to be noted, however, that if the cor{)oration h.is agreed to 
accept less than the face \aliie of stock in full pavinent, it is thereby 
estopped from collecting the deficiency, thougli the rights of creditors 
would not be alTected by such agreement. 

Common stock is the geneial or ordinary stock of a corporation 
with neither s[)ecial privileges nor restrictions. 

Preferred stock, as the term is usually employed, is that which 
has some preference as to dividends or assets over other stock of the 
same corporation. 

Preferred stock may be (‘ilher cumulative or non-c umulative as 
to di\idends. If (he latter, it must ri'ceixe its preferred dividend for 
the current year before any (li\idend is paid the common stock, but 
if in any year its dividend faiK or is only j)artly paid it loses the unpaid 
amount. The dividends of a cumul<i(i\e preferied stodv are, on the 
other hand, a chaige against the profits of the comjKiny, ai ( umiilating 
in case of failure from year to year until ])aid, and taking j)recedence 
over any claims of the common stock. If its dix^idends are not jiaid 
in any year, or years, or arc but partially jiaid, the amounts unpaid 
go over, or cumulate, and must be satisfied before the common stock 
receives anytliing. 

Cumulative preferred sto( k is sometimes called guaranteed stoi k, 
but this is a misnomer, as its dividends aie not guaranteed aie are 
not payable unless profits are (“arned. The l^etter use of the tci.n 
“guaranteed” is to designate stock of one corporation upon which the 
dividend payments liave been guaranteed by another corporation — 
an arrangement common among railroad companies. 

It is usually provided that [)iefeired dividends shall be paid in full 
before the common stock receives any dividend. If there are further 
profits after the })reference clividends are j)aid, it is sometimes jiro- 
vided that the preferred stock shall share equally in these with the 
common stock. More often -and always, unless otherw'isc expressly 
provided — after the preferred dividends are {laid in any year, the 
common stock receives an ef(ual dividend if the profits are sufheient, 
and both kinds of stock then share alike in any further dividends 
declared in that year. At times, however, the preferred stock receives 
its preferred dividend, but does not particijiatc at all in any further 
dividends of that year. 
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Treasury stock, in the better use of the term, is stock which has 
been issued for value and has by gift or purchase come back into the 
possession of the company. It may be held in the name of the 
treasurer, of a trustee, or of the com])any itself. For bookkeeping 
pur[)oses it is accounted an asset of the company. It differs from 
unissued stock in the fact that it may be sold below par without 
involving the purchaser in any liability for the unpaid balance. So 
long as the treasury stock is held by the company it can ncitlier vote 
nor draw dividends. 

The term “treasury stock” is sometimes loosely and inaptly 
ai)plicd to unissued stock and even to stock subscribed for but as yet 
unpaid. Unissued stock represents nothing but the une\ercised right 
of issue, and its designation as treasury stock is inaccurate and 
misleading. 

See also 277. Preferred Stock and Concentration Control. 

D. Some Financial Institutions 
128. VARIOUS SERVICES OF BANKS* 

Banks are usi'fTil as places of security for the deposit of money. 
Everyone who has had the care of large sums of money knows the 
anxiety which attends their custody. A person in this case must 
either take care of his money himself or trust it to his servants. If 
he takes care of it himself, he will often be i)ut to incon\ enience, and 
will have to deny himself holidays a. id comforts, of which a man who 
is possessed of much money would not like to be deprived. If he 
entrusts it to others, lie must depend upon their honesty and ability. 
Besides, in both these cases the money is lodged under the owner’s 
own roof and is subject to thieves, to tire, and to other contingencies, 
against which it is not always easy to guard. All these evils are 
obviated by means of banking. 

The bankers allow interest for money placed in tlicir hands on 
deposit. By means of banking, the various small sums of money 
which w'ould have remained unproductive in the hands of individuals 
arc collected into large amounts in the hands of the bankers, who 
employ it in granting facilities to trade and commerce. Thus banking 
increases the productive capital of the nation. 

* Adapted by perinisbion from James W Gilbart, The ilislory, Prittciples and 
Practice of Bankings 1837, Michie’s revibion (18S2), pp. 213-22. (G. Bell & 

Sons, Ltd.) 
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Another advantage conferred upon society by bankers is that tlicy 
make advances to persons who want to borrow money. 'Fhese 
advances are made by discounting lulls, upon jKTsonal security, upon 
the joint security of the borrower and two or three of his friends, and 
sometimes upon mortgage. Persons engaged in trade and commeri e 
are tlius enabled to augment their capital, and consequently their 
wealth. The increase of money in circulation stimulates protliu tion. 

Another benefit derived from bankers is that they transmit 
money from one part of the country to another. I'here is scarcely a 
person in business who has not occasion sometimes to send money to 
a distant town. This can be most conveniently done by paying the 
money into a bank, which in turn arranges with a corres])ondent bank 
in or near the distant town to pay the designated party the amount 
specified. Periodical settlements between the two banks make such 
transactions comparatively inexpensive. At the same time there is 
not tlic least risk of loss. 

Wherever a bank is established, the public is able to obtain that 
denomination of currency which is best adapted for carrying on the 
commercial operations of the place. In a town which lias no bank a 
person may have occasion to use small notes, and Ixive none but large 
ones; and at other times he may liave need of large notes and not be 
able to obtain them. The banks issue that description of notes whii h 
the receivers may require, and are always ready to exchange them 
for others of a difTerent denomination. Banks, too, usually su])ply 
their customers and the neighborhood with silver; and if, on the other 
hand, silver should be too abundant, the banks will receive it, either 
as a deposit or in exchange for their notes. 

By means of banking there is a great saving of time in making 
money transactions. How much longer time does it take to count 
out a sum of money in pounds, shillings, and pence than it does to 
write a draft? And how much less trouble is it to receive a draft in 
payment of a debt, and then to pay it into tlie banker’s than it is to 
receive a sum of money in currency ? 

A merchant or tradesman who keeps a banker saves the trouble 
and expense of presenting promissory notes which he holds or drafts 
which he may draw against customers. He may turn these over 
to his banker for safe-keeping and collection at maturity. He pays 
these into the hands of his banker and has no further trouble. He 
has now no care about the custody of his bills, no anxiety about their 
being stolen, no danger of forgetting them until they are overdue 
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and thus exonerating the endorsers, no trou])le of sending to a distance 
in order to demand payment. }fe lias nothing more to do than to 
see the amount entered to his credit in his banker’s books. If a bill 
be not paid it is brought back to him on the day after it falls due, 
properly noted. The banker's clerk and the notaiy^’s clerk are wit- 
nesses ready to come forward to prove that the bill has been duly pre- 
sented, and the notary's ticket attached to the bill assigns the reasons 
why it is not paid. 

Another advantage of keeping a banker is that by Lids means you 
have a continual reference as to your respectability. If a mercantile 
house in the country writes to its agent to ascertain the resjiectability 
of a firm in London, tlie first inquiry is, “ \\ ho is the banker ? ” And 
when this is asceitained, the banker is apjilicd to through the proper 
channel, and he gives his testimony as to the resjiectability of his 
customer. When a trader gives his bill, it ciiuilales through the 
hands of many individuals to whom he is personally unknown; but 
if the bill is made {layable to a lianking house, it bears on its face a 
reference to a party to whom the accepter is known, and who must 
have some knowledge of his character as a tradesman. This may 
be an immense ad>antage to a man in business as a means of increas- 
ing his credit; and credit, Dr. Franklin sa}'s, is money. 

By means of banking, jieople are able to preserve an authentic 
record of tJicir annual cxjienditurcs. If a jierson pa\ s in to his banker 
all the money he receives in the course of a year, and makes all his 
payments by cheques, then by looking over his bank-book at the 
end of the year he will readily see the total amount of his receipts 
and the various items of his expenditure. A bank account is useful 
also in case of dist)uted payments. People do not always take receipts 
for money they pay to their tradesmen, and when they do the receipts 
may be lost or mislaid. 

By keeping a banker people have a ready channel of obtaining 
much information that will be useful to tiiein in the way of their 
business. Tliey will know the way in wliich bankers keep their 
accounts; they will learn many of Uie laws and customs relating to 
bills of exchange. By asking the banker, or any of the clerks, they 
may know which is the readiest way of remitting any money they have 
to send to the country or to the Continent. If they liave to buy or sell 
stock in tlie public funds, the banker can give them the name of a 
respectable broker who can manage the business; or should they be 
about to travel, and wish to know the best way of receiving money 
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abroad, or be appointed executors to a will, and have to settle some 
money matters, the banker will, in these and many otlier cases, l>e 
able to give tliem the necessary inh)rmation. 

Banking also exercises a jKnverful influence upon tlie morals of 
society. It tends to i^odiue lione^ty and punctuality in pecuniary 
engagements. Banker^, for tlieir owm interest, ahvays have a rigid 
regard to the moral character of the party with wliom they deal; 
they inquire whether he l)e honest or tiicky, industrious or idle, 
prudent or ^pecu]ati^e, thrifty or piodigal, and they will more readily 
make advances to a man of mo«lerate pioperty and good morals than 
to a man of large property but of infciior re])Utalion. 'riius the 
establishment of a bank in any [)kue immediately advances the 
pecuniary value of good moral character. 

See also 329. The Function of the Banker. 

129. A CLASSIFICATION OF BANKS AND d'YPFS OF BANKING 
OPFRA'IIONS* 

Banks are commonly classified either according to the type of 
business in w’hich they specialize, or according to the legal authority 
under which they conduct their business. Umlef the first classifica- 
tion w’c find the following: commercial banks, iine^tment banks or 
bond houses, sa\mgs institutions, and trust companies. However, 
there is often a far from com[)lete s[)eciah/ation in the work performed 
by these vaiious institutions; indeed, “commerciaF’ banks and trust 
companies as a general rule mav |)erform nearly every kind of banking 
operation. 

Under the second classification we have: national and state banks 
and private banks — the classifu ation indicating the .source of, or the 
absence of, specific authority to conduct a banking business, ddie 
term “state b^ank,” however, has numerous connotations. Most 
commonly the term is used in connection with state institutions which 
engage in commercial ojicrations. From this standpoint — the char- 
acter of business carried on- -savings banks and trust companies can- 
not be called state banks, even though incorporated under state law. 
Again, private unincorporated banks have also been classified as state 
banks where tliey are subject to regulation by the state. For our 
present purpose, however, the distinguishing feature is the chartering 
by state governments. Trust companies, savings banks, bond houses 

* Taken by permission from U. G. Moulton, Principles of Banking, pp. 6-7 
(The Unis'crsity of Chieago Press, 1916 ) 
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where incorporated, and commercial institutions are all state banks 
in this classification. 

Private banks are of various kinds: (i) small concerns which 
engage in a general banking business (largely savings), without any 
specific grant of authority; they may or may not be under the super- 
vision of the state banking department; (2) various co-operative 
credit or loaning associations; (3) unincorporated investment banks, 
or bond houses. 

But while banks may be classified into several different kinds of 
institutions, and while, from tiie standpoint of services performetl, 
they offer a wide variety of advantages in the way of affording a place 
for the safe-keeping of money, tran^feriing funds at small expense for 
the benefit of customers, providing a convenient and uniform system 
of currency, etc., there are ncvei tlieless hut two fundamental types 
of banking operations. In the last analysis all banking may be 
classified as either commercial or investment business. 

130. INVESTMENT BANKING* 

The service rendered by the investment bank dilTcrs greatly from 
that of the commeicial. It acts as an intermediary between the per- 
son who has accumulated capital and those who are in a position to 
invest it in fixed forms. Two processes are here involved: the 
accumulation of the savings of the community on the one hand, the 
development of natural resources and the construction and manage- 
ment of manufacturing and transportation agencies on the other. 
The transfer of capital to public bodies, such as central governments, 
states, municipalities, and other political divisions, for unproductive 
consumption is a process also carried on by investment banks similar 
to the other in its nature, but having peculiarities which place it in 
a class by itself. 

It is the business of the investment banking institutions of a 
country to sec that this work of directing the savings of the country 
into its various enterprises is economically and efficiently done. It is 
their business to stimulate saving and to provide facilities by which 
every person who saves can readily put his accumulated funds to pro- 
ductive use. It is their business to search out opportunities for 
investment, to see to it that the natural and human resources of the 

* Adapted by permission from W. A. Scott, “ Investment vs. Commercial 
Banking,” Proiccdings of the Second Annual Convention of the Investment Bankers 
Association of America^ iQi.S, PP- 76-80. 
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nation are used to the best pos^i]>le advantage in the promotion of 
its economic interests. This is a great work, as important and essen- 
tial to the well-being of tlie nation as that which commercial banks 
or institutions of any other kind j)erform. 

1,^1. 'IJIK SKRVICKS OF BOND HOUCKS* 

The purchasing function . — If a mimic i[)al loan is olTcrcci, the pur- 
chase is a comparatively simjde matter, pi o\ ideal the mimic ipalilv is 
well known to the fraternity, d'hen no preliminary’ iinestigalicm is 
required; a bid is made for the loan at the current market rates and 
acce[)tance on award is subject to the apjiroval of the biddea’s attoi ney 
in all respects affecting the validity of the obligatiim. 

If the municipality is not well known to the bidder, a qualified 
representative wall, or should, be sent to learn at first hand the physical 
and financial condition of the city and to form an estimate of its jirob- 
able future willingness and ability to meed its jiresent and future 
obligations. 

If a corporation loan is ollcued, it wall jirobably be submitted at 
tlie offices of the banker^ by a repi(‘^caitati\'e (d the company or by a 
promoter. If the atiphcant is of a soc lal turn of rn^id, he wall probably 
not lack company of his kind in the anteroom. Competition, for- 
tunately, is keen. 

If the house is satisfied by interview and correspondence and if a 
suitable price can be agreed upon, then engineers and accountants 
may be sent to the pl.int and ofl'ices to make a thorough examination; 
and the members of the hrm, with coun^c'l, meet officxas of the com- 
pany and their attorneys to settle the mat tens of form. (Jn ac:ce[)tanc(‘ 
of an issue a careful banking hou.se may demand rejxresentation on the 
directorate of the comiiany until such time as the company shall have 
discharged its bonded obligation. 

The advisory Junction.— 'VK\s> adxisory and directive function is 
more prominently operative in bond selling than in bond buying. 
It has its source in the statistical dejiartments which every house of 
quality must maintain. It finds its chief e\[)ression, as alreacly 
stated, in tabloid investment lessons, [uinted in the adxeitising 
columns of newspapers and periodicals, or with .somewhat greater 
fulness in pamphlets and monographs. If a prosjiective client has an 
investment policy that is apparently not suited to his jiarticular needs, 

' Adaj)tcd by permission from L.awrcnce Cli.amberlain, Principles of Bond 
Investmeit, pp. 516--22 (H( nry Holt & ('o ion) 
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the home office may tactfully direct his attention by letter or through 
their representative in his territory to a means by which he may 
better his position. Some bond houses maintain a daily news sheet for 
the benefit of their salesmen in which are printed, not only pertinent 
items of current interest, but timely discussions of different problems. 

The banking function. — Illustrative of the relation between house 
and client, there has arisen the demand that banking departments be 
established for the safe-keeping of funds destined, upon enlargement, 
to go into investment, and also to accommodate those who wish to 
purchase securities before they have sufficient funds to pay in full for 
them. From the necessities for these two situations it is only a short 
step to the conduct on a small .scale of a bank deposit subject to check. 
But properly and ordinarily the banking department of a bond house 
is conducted as a matter of accommodation to its customers and not 
primarily to do a general banking business. 

The bottd houses as fiscal agents. — Because of purchasing, advisory, 
and banking functions bond houses are called upon to act as fiscal 
agents for corporations, municipalities, and even states. 

The selling function. — American banking houses are not eleemosy- 
nary. Whatever miy be their usefulness in the community, it is the 
result of that enlightened sclf-inlerest which used to be c\])rcsscd in 
the phrase, “Honesty is the best jiolicy.” Their reason for being is to 
make money by selling bonds, and the competition is getting keener 
everyday. Many of the ordinary effects of competition are noticeable 
in the bond business. There is a standardization of wares and policies, 
there is diminution in ratios of profits. But two ordinary effects of 
competition are conspicuously absent. There is no deterioration of the 
product and no tendency toward consolidation among the vendors. 

The proialvce function. — There is a radical difference in the attitude 
of bond houses in this matter of repurchasing securities of clients to 
whom they have sold them. Some take the stand that a sale is a sale, 
and the responsibility of a house that has acted in good faith ceases 
upon delivery of the bond and the receipt of payment. Tins position 
is logical and just, but again com])etition steps in to benefit the cus- 
tomer. Other houses say: “Wc shall put out our issues as nearly as 
possible on a plane of marketability with active listed securities. We 
make no promises, but, except in times of panic, when it may be 
impossible to raise money to satisfy everybody, w'e hope and expect 
to be so situated as to buy back at the fair market price the securities 
we have sold.” 
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But tlie protective function of the boini house is most important 
in respect to the moral responsihiUty of “seeing tlie clients through” 
default, reorganization, and rehabilitation in the extremely rare cases 
in which trouble arises. In some iiistames looses amounting to 
hundreds of thousands of dollars have been made good; in many 
instances the firms have volunteere<l to pay interest which has been 
suspended; in every case a reputable bond house will feel lalleil upon 
to take the active leader.sliip, at its own expense, in uiiholding the 
mortgage rights or other legal claims of the bondholders. 

See also 330. The Underwriter. 

132. TRUST COMl’.\.\Ti:S‘ 

The trust company has been called the omnibus of financial 
institutions. Originating in the early part of the ninc'teenlh century, 
it specialized at first in the management of estalc-s, acting as truster 
under wills. Hence the name, trust company. 'I'he scope of its 
business has broadened as time' has gone on until now almost every 
xariety of financial operation is conduc ted by it. It is, in fact, many 
institutions in one: (i) it is a commercial bank, operating upon prin- 
ciples identical with those of our national and slate commercial 
banks; (2) it is a savings bank, (3) it is a bond house, (4) it is an 
insurance company. Life insurance, once an im()()rlant function, is 
now fast clisap[)earing, but title and fidelity insurance retain their 
importance; (5) it is a trust company jierforming the following serv- 
ices: trustee for corporations and indie idu.ds; fiscal agent for cor- 
porations and individuals in making interc'st jiaymeiits, collections, 
etc.; registrar for corporate issues, transfer agent in buying and sell- 
ing of bonds and struck; linancial agent of committees engaged in 
railroad and other reorganizations; assignee and receiver in individual 
and corporate insolvency or bankruptcy. 

The great xariety of business conducted by trust companies is 
clue in part to an imperatix'c need for a well-eciuij)i)ecl and responsible 
comi)any to take charge of the many minor forms of financial opera- 
tion which characterize modern industrial society, especially those 
not adequately handled by private individuals and not })roviclecl her 
by other financial institutions, and in part— where it invades the 
field of the commercial bank, savings bank, bond house, and insurance 
company — to the process of integration which is coming to charac- 
terize modern industry in general. 

* Frevm an unpublished article by H. G. Moulton 
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133. THE FUNCTIONS OF THE S'J'OCK EXCHANGE' 

The fundamental function of the exchanges is to give mobility 
to capital. Without them the stocks and bonds of tlic share company 
could not be placed to advantage. No one would know wliat their 
value was on a given day, because the transactions in them would be 
j)ri\’alc and unrciordcd. The o])portunitics for fraud would be 
multiplied a hundred fold. The mobility for capital afforded by the 
corporation would be meager and inadequate if the holder of its bonds 
and shares did not know that at any moment lie could take them to 
the exchanges and sell tliem. ff'he publicity prevailing in stock- 
exchange cpiotations gives the holder of a security not only the direct 
benefit of publicity, but the opinion of the most competent financiers 
of Europe and America. If they were dealing with him privately 
they miglit withhold the information, but the quoted price stands as 
a guide to even the most ignoiant holdei of secuiities. 

The second benefit is in affording a test of the utility to the com- 
munity of the enterprises whidi sola it the support of investors. The 
judgment of experts is there expressed, through the medium of {)rice, 
on the utility of tlie object dealt in. If an unprof)ta])le railroad is 
built in the wilderness of Manitoba, the investor does not hac'e to 
hunt up information on the freight and jiassengers carried; he has 
only to look at the quotations on the New York Stock Exchange to 
know at once the judgment of cx|)erts on it as a commercial venture. 
If the investor finds that the stoc ks of cotton mills arc declining, he 
makes up his mind that theie aie no further demands for cotton 
mills. If stocks are excejitionally high, he knows that the public 
demands more cotton mills, and that an investment in them will 
prove profitable. All this infoimalion is put before the investor in a 
single table of figures. It would be practically unattainable in any 
other form. Thus there is afforded to ca[)ital throughout the world 
an almost unfailing index of the course in which new production should 
be directed. 

Suppose for a moment that the stock maikets of the world were 
closed, that it was no longer po^^^ible to learn what concerns were pay- 
ing di\idends, what their storks were Worth, how industiial establish- 
ments were faiing. How would the average man determine how new 
capital should be invested ? He would ha\ e no guide except the most 
isolated facts gathered here and there at gieat expense and trouble. 

‘ Adaj)tcd by pcrniisMon from C. A. ConatU, U’a// Street and the Country, 
pp. 88--116. (G, P. Putnam’s Soiib Copyright by the author, 1904.) 
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A great misdirection of capital and energy would result. The stock 
market is the great governor of values — tlie guide which points tl\e 
finger to where cajfital is needed and where it is not needed. 

The very sensitiveness of the stock market is one of its safe- 
guards. Again and again it is declared in Uie market reports that 
certain events liave been discounted. As a conse(]uence, when the 
event actually happens it results in no such great disturbance to 
values as was expected. Is it not better that this discounting of 
future possibilities should occur ? Is it desirable that capital and [)ro- 
duction should march blindly to the edge of a precipice and tlien leaj) 
off instead of descending a gradual decline? 

Another important inffuence of the stock exchange is that which 
it exerts upon the money market. 'I'he possession by any country of 
a large mass of salable securities affords a powerful guarantee against 
the effects of a severe money panic. If in New York there arises a 
sudden pressure for money, the banks call in loans and begin to hus- 
band their cash. If they hold large quantities of sc'curities salable on 
the London or Paris or Berlin market, a cable order will effect the sale 
of these in an hour, and the gold proceeds will soon be axailable. 
d'hese securities prevent sud<leii contraction aneV ex])ansion in the 
rate of loans, d'his influence of the slock market has much the 
effect of a buffer upon the impact of two solid bodies. Crises are 
[)rcventcd when they can be prevented, and when they cannot they aie 
anticipated and their force is broken. 


See also 99. Stock Exchanges. 

134. A FAVORABLE VIEW OF WALL .Sl'Kld/l ' 

New York is the gateway of the nation’s commerce, and Wall 
Street has been likened to a toll-gate, to i)ass which every product of 
the country must f)ay tribute. As no one likes to ])ay toll, this would 
account for much of the animosity so often manifested against the 
financial center. Yet someone must make, maintain, and operate 
the various agencies by which the products of the country rcacli the 
markets, and it is right that the service should be paid for. 

Wall Street is the directing head of the great system of transpor- 
tation, using that term in its broadest significance, as including, not 

‘Adapted by permission froip S. S. Pratt, The Work of Wall Sired, 
pp. 45-48. (D. Appleton & Co., 1912.) 
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only the railroads and steamships, but also the banks and exchanges 
and all the other manifold agencies by which (he ])roducts of the soil 
are brought to the homes of consumers in forms Ik for human use 
Wall Street, in its financial machinery, facilitates the natural How of 
money, provides the means for the promotion of enterprises, safe- 
guards and assists the movement of commeice, and maintains that 
system of credits by which a tenfold power of service is given to every 
dollar. 

By the machinery of its stock market it promotes the diffusion of 
wealth; it makes possible for great capital to be accumulated for vast 
undertakings, governmental and [irivate, too big for individual effort; 
it enables a multitude of small capitalists to become partners in tliese 
big enterprise's, by its agencies for the distiibution of securities from 
the hands of [iroducers into the hands of investors as the ultimate 
consumers; and it is able by its speculative machinery to anticipate 
human needs, and to secure a more even and e(|uitable level of prices. 
For this work it must be paid; call it a fee if it lie regarded as pro- 
fessional service, call it a toll if it is ihouglit to liken Wall Street to a 
gate, or a tax if one prefers to s])eak of Wall Street as exercis- 
ing legislative po*ver, or a price if it is thought more proper to 
regard Wall Street as a merchant selling credit and securities for 
the most they will bring. But whether a fee, a toll, or a price, it 
cannot be disputed that Wall Street earns a reward for an indis- 
pensable service. 

Nowhere else in the w'orld is actual money handled with such a 
minimum of loss, through dishonesty and caielchsness, as in Wall 
Street; and in its credit and security transactions it com})arcs well 
for good faith and efTiciency with any other department of human 
endeavor. 

Wall Street is the seat of, (i) the stock market, ( 2 ) the money 
market. Each is distinct from the other, but both are interdependent. 
The stock exchange is the head of one and the bank clearing-house 
of the other. 

The stock market is a place where securities may be bought or 
sold, {a) for investment; (b) for speculation. 

The money market is in four main divisions, all closely allied to each 
other and having many subdivisions: (a) foreign exchange, by which 
the operations of international enterprise and international commerce 
are financed; (6) domestic credits, by which, through checks and 
commercial paper, food and merchandise are marketed and the mani- 
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fold needs of inland trade cared for; (c) promotion, by which corporate 
and other large enterprises arc created, underwritten, and financed; 
(d) stock-exchange loans, both on call and time, by which investment 
and speculative transactions in securities are made possible. 

135. LIFE INSURANCE COMFANIES AS INVKS'FMEN'I' 
INSTITUTIONS* 

From a financial point of view tlie life insurance company is a 
device for accumulating savings which shall be returned, not to tlu* 
man who saves, but to his heirs at his demise. Some of the insured, 
it is true, die long before the sum of the premiums tliey have paid 
equals tlie sum tliat the insurance company has agreed to pay at their 
death. On the average, however, the insured live long enough so 
that their premiums, together with the earnings of tiie capital which 
those premiums form, are at least equal to tiic sums which the insur- 
ance company pays out in deatli claims. 

It is obvious that in a country like the United States, where life 
insurance is exceedingly common, immense sums of money must l)e 
collected by the companies every year to be held as a reserve against 
death claims. As the business of life insurance is steadily growing, 
the funds accumulated by these companies are also increasing. The 
annual receipts of practically every important life insurance com- 
pany exceed the annual disbursements. Accordingly, a life insurance 
company may invest its funds witliout much regard to the possibility 
of turning its investments into cash at short notice. It is important, 
however, that tlie business should be conducted in a conservative 
manner, since the failure of an insurance company would be a more 
widely felt calamity than the failure of almost any other business 
enterprise of equal magnitude. The loss would be borne in the end 
largely by the dependents of property less men. 

The reserves of life insurance companies arc largely invested in 
real-estate mortgages, in state and municipal bonds, and in the bonds 
of railway, commercial, and industrial corporations. Stock invest- 
ments have often been made by insurance companies, but the practice 
is now generally regarded with disfavor, since the values of stocks 
are likely to show a wide range of fluctuation. 

* Taken by permission from A. S. Johnson, 1 nlroduction to Economics, 
pp. 320-21. (D. C. Heath & Co., 1909.) 
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136. TYPES OF BUSINESS ORGANIZATION* 

In an individualistic competitive economic society every com- 
petent individual of mature age is a potential entrepreneur. Each 
person is in varying degree awake to the voicing.^ of demand for 
consumable goods. There is no ear on which these fall wholly 
without answering resonance. 

Of all these possible enter[)risers there are a comparative few who, 
from training, exj)ericnce, temperament, or what not, are inclined to 
answer some of these demands. I'herc is, s])caking broadly, only one 
form which their answer can take. If they wish to reply to the 
demand for consumable goods they must undertake production. This 
means that they must assume to direct the forces which produce 
wealth; to “start up in business,” in the ordinary sense of the term, 
is to declare one’s self to society as ready to undertake the direction 
of its social energy. 

The potential enterpriser, having decided to what end he will 
undertake to direct social energy, looks about for ways and means. 
There arc chielly three ways in which the enterpriser may launch his 
business. They are these: 

1. He may became an individual organizer or entre{)rcneur. 

2. He may join in a relation with other persons, cal led a partnership. 

3. Pie may decide that his business should be conducted by a 
corporation. 

There arc some advantages and disadvantages in each of these 
forms of business organization from the standi)oint both of the entre- 
preneur and of society as a whole. We shall consider the three types 
in order. 

I. 2 'he indmdual entrepreneur organization . — A first advantage of 
the individual entrepreneur organization is the ease with which it 
may be formed and terminated. To start in business it is not neces- 
sary to go through any formalities. One may begin with any kind of 
business. He may start any time he thinks he can do so profitably, 
and may stop without consulting anyone but himself. 

A second advantage which the individual finds in going into busi- 
ness alone is that if there are profits he takes them all. If he is capable 
and energetic he is likely to be successful, and can keep for himself 
all the results of his ability and industry. His management is likely 
to be definite and coherent in its policy, and will never suffer from a 
variety of counsels. 

‘ Prepared by L. S. Lyon, 
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In some ways society also gains by having individual entrepreneur 
organizations. Men who know that their chances of success or failure 
depend on IhemseKcs will work hard. The chance for gain is a 
strong incentive, d'his means, if they are capable, increased produc- 
tion of goods, which uf course mean.s that there will be more for society 
to consume. Society also profit-^ from this tyi)c of organization 
because these ]:)eople are being constantly ediuated in business 
management. Lured by the prize of profits, threatened by the rod 
of failure, they are diligent in learning to direct more and more social 
energy for society’s benefit. 

There are, of course, disadvantages in this form of organization. 
If a man goes into business alone he makes all the jirofits, but if there 
is a loss he has no one with whom to share it. besides this, he has 
always to rely mainly on his own judgment. Management is limited 
in breadth of view. The enterpriser has no one who is really interested 
in his business with whom to consult. Limitations in cajiital are also 
apparent. The amount of money which he can jiut into his business 
is limited by his personal fortune and his credit. It may be that then- 
will be times when he could make large prolits if he had more funds, 
but he is unable to sup()ly them. At siuh times he is likely to wish 
for a partner. The final disadvantage in this form of business, as the 
entrepreneur views it, grows out of the fact that there is no distinction 
between his business liabilities and assets and his [lersonal liabilities 
and assets. He i.s unable to take the risks of business with part of his 
money only. If his business fails the recei\’cr will utilize “personal 
property” as well as “business jiroperly” m satisfying creditors. 

2. The partnership. that, instead of going into business 

alone, the enterpriser joins with two or three others, agreeing to divide 
the profits and losses. Although men may be, lunl often actually 
become, partners by im[)lication, partner.shij) is usually based u[)on a 
simple oral or written agreement. The legal relationship arising from 
their agreement to transact business in this way is called a {)artner- 
ship. The partners together are usually sjioken of as a firm. The 
partnership brings with it changes in management and ordinarily of 
capital. The management generally rests with all the })artncrs and, 
though by no means necessary, all may invest cajiital. 

From what has just been said of the individual entrepreneur, it 
is easy to see why the partnership should arise. When business began 
to be transacted on so large a scale that one man did not have sufficient 
capital to conduct the business alone, and when business became so 
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specialized that one man was not likely to know everything about 
every phase of the business, the partnership became a valuable 
institution. 

P'rom the standpoint of the individuals concerned it is valuable 
because, though each of them has only a small amount of money, they 
may, by combining, have enough to carry on an extensive business. 
One of them may be a specialist and expert in managing a small manu- 
facturing plant. The other may be ai\ able salesman, and, by com- 
bining the ability of both, they are able to manufacture goods and 
sell them to advantage. Neither has the partnership necessarily 
lessened the driving motives. Reward still depends on success. 
Profits will still be closely related to endeavor. 

It is easy to sec that this institution of partnership is a good type 
of business organization in each of these cases, from the standpoint 
of society as well as from the view of the partner. It makes good 
use of social energy. 

As the entrepreneur views the matter, there are some disadvan- 
tages and limitations connected with the partnership. The first is 
that the amount of capital, although fairly large, may be insufficient. 
Even by joining their money the two or three or more persons 
may not have secured enough to carry on the business which they 
have undertaken. The discussion of other disadvantages will reveal 
why the number of persons in a given partnership must be somewhat 
limited. 

A second group of difficulties grows out of the new elements in 
management. One of these is a certain degree of inflexibility. 
Policies cannot be so easily modified and fitted to new conditions as 
they can be where one individual is in command. Lack of harmony 
in management may easily grow out of the responsible relations of 
partnership where vie\\'point and opinion vary. 

Another objection to partnership, which comes from the widened 
management, is a certain amount of instability. The partnership may 
undergo dissolution from a number of causes. Some of these it is 
beyond the power of the firm to prevent. The bankruptcy of a part- 
ner or his death will ordinarily cause a dissolution of the firm. Unless 
there is an agreement to the contrary, one party may withdraw or 
sell his share and thus bring about a dissolution. Even though an 
agreement may exist, one partner may withdraw if he cares to undergo 
an action for damages. Any of these things occurring at certain times 
might be disastrous to the welfare of the firm. 
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A final disadvantage which the entrepreneur secs as arising from 
the broadened management is a new element of risk and responsi- 
bility. This grows from the legal fact that each partner is, in all 
ordinary afTairs, an agent for the firm. Each i)artncr may, in matters 
that relate to the general business of the firm, make contracts binding 
on the firm. This becomes a serious consideration in view of the 
liability of partners. The obligations of a partnership are the joint 
obligations of its members— that is, the action to enforce it is brought 
against all jointly. But, although the creditor brings an action for 
his debt against all the members of the ])artnership jointly, he may 
satisfy his judgment out of the individual property of one jiartncr, and 
is not bound to levy uj)on the joint parinership j)roj)erty. 

It is obvious that tliis obligation for debts makes partnership a 
form of business organization into which a man will go only after a 
careful consideration of the ty})c of men with whom he is joining. 
From this great liability for debts, however, arises one additional 
advantage to the partnership form of organization, d'his is the ease 
with which a partnershij) can borrow money. People are willing to 
lend where the liability reaches so far. 

3 . The corporation, — ’It should be needlccss, in cUscussing the cor- 
poration, to clear the mind of such dusty impressions as the notion 
that a corporation is necessarily a large and usually a vicious organi- 
zation. Many corporations are capitalized for only a thousand dol- 
lars, and tlie American Bible Society and several boards of foreign 
missions find it convenient to transact their business through the 
cori3orate form. 

The corporation, like the individual organization and partnership, 
is simply a type of business organization which has grown up because 
society needed it as a device through which social energy could be 
eliectively directed in satisfying wants. A corporation is sometimes 
defined as an artificial entity, created by statute law under a special 
name, with the liberty of perpetual succession, acting in many respects 
as an individual. The point to be held clearly in mind is this, that 
the corporation is a separate person. Nine persons in a room, to use 
a common illustration, form a corporation. There are then ten indi- 
viduals in the room. A corporation is a distinct legal entity, separate 
from the people who compose it. 

Some of the advantages of the corporation are quite obvious. 
Most notable of these perhaps is the readiness with which it adapts 
itself to the raising of large amounts of money. Shares of ownership 
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in corporations may bear a face or par value set at prices ranging from 
hundreds of dollars to a few cents. There is ordinarily no limit to the 
amount for which a corporation may capitalize, and no limit in either 
direction to the amount an individual may subscribe to the capitali- 
zation provided he is willing to subscribe for at least one share. It 
thus becomes jiossible to interest many persons and to accumulate 
gigantic sums of money. 

If the individual who is contemplating the formation of a new 
business has in mind an undertaking which will require a great deal 
of capital the corporation plainly lends itself to his needs. In the 
matter of ca{)ital possibilities the corporation is no less advantageous 
to society. It is not enough to say that such vast undertakings as 
railroads, slcamshi}) lines, and large manufacturing plants would have 
been rlifTicult without the corporate tyj)e of business organization. 
It is not too much to say that the whole new technology, which was 
the wonder of the nineteenth century, and which was made possible 
by the scientific discovciies of the earlier centuries, would not have 
been so ciuickly and so fully available to man had it not b<"cn for the 
corporate ty[)e of business organization. In several other ways 
society finds advantage in the capitalizing methods of the corporate 
form. The small sa\ ings of many people are brought into productive 
use. These might lie idle were it not for the possibility of investments 
of small amounts. 

As the individual views the corporation it has a further advantage 
in the matter of liability, an advantage which also rellects favorably 
upon the amassing of ca])ilal. Ordinarily there is no liability or chance 
lor loss beyond the amount iiu'ested in the stock of the corporation. 
The debts of the corjioration, being thohc of an artificial but distinct 
personality, are quite separate from the property of the individual 
shareholders. Now it should be noticed that there is nothing here 
in the law that is new or that is more favorable to corporations than 
to private persons. The coriioration is absolutely liable to the extent 
of all of its assets for all of its debts. But the corj)oration is an 
indi\'idual. The people who ovvm shares arc no more the corporation 
than they are each other. Thus their property cannot be applied to 
the (obligations of the corporation. National banks, where double 
liability attaches, are the principal exception to this rule. The 
advantage of this situation to society as a whole is somewhat more 
doubtful. Complaints that responsibility cannot be located, and that 
reckless action has often been taken by corporations because of this 
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limited liability, are not uncommon. So far as the limited responsi- 
bility leads to unwise direction of the social energy under control 
these complaints are a justifiable objection to the cor})orate form. It 
must be recognized, however, that those who deal willi corjx)rations 
arc generally fully aware of this limited liability and guide themselves 
and grant credit accordingly. It must also be recognized that this 
limited liability has been of tremendous benefit in drawing the money 
of investors into profitable cnterjirise. 

A final consideration in viewing the corporation as a type of busi- 
ness organiziition is its scheme of management. Control is usually 
vested in the stockholders in jiroportion to the number of shares which 
they own. Frequently only stockholders of a certain tyiie, as the 
holders of preferred stock or of common stock, may have tlie right to 
vote. This control is almost invariably turned over to a board of 
directors who may delegate it in turn to an executive committee, who 
may rcdclegate it to a general manager. Where the interests of the 
corporation are large it is usually possible and profitable to secure the 
most able managers. If managers are not good it is easy to remove 
them. It is interesting in this connection to comjiarc the dilTiciilty 
and friction of removing or changing the management of a partnership. 

Out of this form of management there arise situations to which 
society as a whole may fairly raise some objection. The control of the 
corporation by stockholders is likely to be a merely nominal matt(‘r, 
because of the disinterest, distance, lack of knowledge, and the like, 
many stockholders do not vote. This enables the few who are inter- 
ested to direct the control of the corporation. There are various 
other ways in which this can be done. Through stock manipulation 
the actual direction of policy of a corj)oration is likely to be concen- 
trated in a few hands. An objection closely allied to tliis is the imper- 
sonal relations which grow out of the type of business organization 
having this form of management. The stockholders are easily duped. 
Managers are not always honest, and stockholders, hundreds or 
thousands of miles away from the real activities of the cori)oration, 
arc in no position to judge of the service being rendered them. Closely 
allied with this also is the lack of ethical sense often charged in the 
term “soulless corporation.” The actual owners of the social energy 
which has been concentrated into such a potent force are scattered and 
innocent of the acts of their company. Their sole point of contact is 
likely to be through the dividend check. This is not calculated to 
stimulate an interest in the ethics of the company. The corporation 
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in this respect contributes its share to the impersonal relations flowing 
from the exchange organization of industrial society. 

Sovu hybrid types of business organization . — The discussion of the 
types of business organization has held definitely to the three distinct, 
clearly marked, well-defined forms. All of these, however, have been 
modified into dozens of varieties. Worth notice perhaps as examples 
(there are plenty of others) are the joint-stock company and the limited 
partnership. The joint-stock company is somewhat of a cross between 
the partnership and the corporation. In form of organization it is 
like the corporation, shares being issued and sold to a wide number 
of owners. These shares are transferable without the consent of 
other owners. The management is also like the cor[)oration in that 
it is usually delegated to a board of directors. Liability, however, in 
the joint-stock company is ordinarily the liability of partnership. 

The limited partnership is another example of a hybrid ty]ie. 
The limited partnership has some features of the general partnership 
and some of the features of a corporation. Such a partnership can 
usually be created only under special provision of state law. In 
the limited partnership certain members must be general partners, 
that is, they must ^lave all the liabilities and rights of members in the 
ordinary j^artnership. The limited partners, however, have a liability 
limited to the amount of money invested. 

All of the other varieties of partnershij), such as the dormant 
partner, the silent partner, and the secret partner, are modifications of 
these three types, which attempt to merge in a business organization 
some of the qiialities which we find in two or more of the distinct ty])es. 

A multiplying device . — When the individual entrepreneur organizes 
his business it is possible that he will find two things desirable. One 
of these is multiplicity of eHort. The other is co-operation. He may 
need co-operation in two dillercnt ways— in management, in finance. 
If co-operation is the thing needed it is likely to develop either into 
a partnership or a corporation. The partnership will add co-operation 
in management and considerable co-operation in finance. In the cor- 
poration there is the possibility of limitless co-operation in finance, 
and of any degree in management. 

It may be, however, that this business docs not need co-operation, 
but multiplicity of effort. If this is true another device is likely to 
be called into use. This is agency. Agency does not change the 
liability of the cnter[)riser. It adds no capital. It does not change tlie 
motive of the cnterjiriser himself, but ir does multiply the effort which 
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he can exercise. Agency viewed in its functional aspect might, there- 
fore, be properly called a multiplying device. Agency is equally useful 
to the individual organization, the partnership, or the coqwration. 

All of these types of business organization, hybrid as well 
definite, together with the other relations, such as agency, whit h 
spring from them, grow out of a need in which industrial society finds 
itself. In the regulation of the relationships which arise society la\’s 
down law. The law views all of them typically from two aspects 
one, the relation between the parties who have entered the relation- 
ship; the other, the relations between these parties and the rest of 
society. The law, in taking this double view, is quite in harmony 
with the thought that types of business organization present to those 
interested commercial advantages and disadvantages, while society 
may justify them as proper devices and instruments only when they 
work a public service rather than a public harm. 

137. THE IMPORTANCE OF THE CORPORA I ION- 

One of the striking features of the evolution of modern industrial 
society has been the development of the corporation. The statistics 
in this field are of such very recent origin that, e\'t*i)t for the last few 
years, no quantitative study of the growth of this form of organization 
can be presented which can lay any claim to accuracy. ITom the 
United States Census we find that, during the decade 1899 1909, the 
fraction of the mineral output produced by corporation-owned mines 
increased from about 85 o to 92 2 per cent, while, in the manufai tin 
ing field, during the same period, corporations increased their shaie 
of the value added by manufacturers from a{)proximately 63 3 to 
77 2 per cent. We know that transportation by water, rail, and wire 
has been mainly carried on by corporations for several decades. In 
commercial enterprises, the general impression is that the stock com- 
pany is gradually playing a more important part than formerly. Only 
in the field of agriculture does the individual entrepreneur — the man 
who controls and directs his own business— still remain dominant and 
almost without coq)orate rivals. A rough estimate indicates that, 
of the total products of American industry in 1899, some 39 per cent, 
or approximately seven billion dollars’ worth, and, in 1909, about 
44 per cent, or thirteen billion dollars’ worth, were turned out by 
corporation-owned plants. 

‘Adapted by permission from W. I. King, The Wealth and Income oj the 
People of the United States, pp. 208-11. (The Macmillan Co., 1915.) 
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138. CLASSES OF CORPORATIONS* 

Corporations are used for such a wide diversity of objects that 
any classification based on the purposes for which they are formed 
overlaps and is apt to be confusing. 

A logical classification is that which separates all corporations into 
(i) public and (2) private corporations. Public cor|)orations are 
those formed by the community for its own governmental puqioses, 
as in cities, villages, and towns. These are called municipal corpora- 
tions. In the Dartmouth College case it was said that “strictly 
speaking, public corporations are such only as are founded by tlie 
government for public puriioses where the whole interests belong also 
to the government.” All other coqxirations are private corporations. 

Corporations formed to conduct public utilities, such as railroads, 
turnpikes, and telegraph systems, or to supply water, gas, and elec- 
tricity, are frequently termed quasi-public corporations, but, if they 
are conducted for private gain, they are properly classed as private 
corporations, even though the state may own part of their stock. 

Private corporations may be divided into corporations without 
capital stock and corporations with capital stock. 

a) Corporalion^ without capital stock . — Most religious, educational, 
charitable, and social organizations belong to this class, d'hey are 
non-stock, or membership, corporations. In some cases certificates 
of membership are issued to the members, but these are not stock 
certificates and are not usually transferable. When corporate action 
is taken each member has one vote without regard to the amount of 
his financial interests, if any, in the corporation. Mutual insurance 
companies are non-stock corporations, as arc aho stock exchanges 
and other similar organizations. 

b) Corporations with capital stock . — Stock corporations ha\'e a 
capital stock divided into shares, usually of like amount, which are 
evidenced by transferable certificates of stock, d'hese stock certifi- 
cates are issued to the members of the corporation, who are termed 
stockholders, the certificates evidencing the number of shares to which 
their owners are entitled. 

On account of the convenience of tlie system, all corporations 
intended for profit are organized as stock corporations. 

Stock coq^orations may be conveniently divided into the 
following classes: (i) corporations for general business purposes; 

' Adapted by permission from Thomas^ Conyngton, The Modern Corpora- 
tion, pp. 16-20. (The Ronald Press, 1913.) 
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(2) corporations for public service; (3) corporations for financial 
purposes. 

1. Corporations for general business purposes . — This class includes 
the greater number of existing corporations. In most states of the 
Union general laws have been passed providing that upon compliance 
with simple prescribed formalities and payment of certain moderate 
fees companies of this class may be incorporated In a few states, 
cori)orations may also be authorized by special act of the legislature, 
but the practice prevailing in most of the states permits incoi [)oration 
only under the provisions of general laws, the benefits of which may 
be enjoyed by all alike. Many of the states have constitutional 
prohibitions against special incor})orations. 

The law and procedure relating to corporations for general busi- 
ness purposes, such as manufacturing, mining, and indusirial coq^ora- 
tions, make up the great body of modern coqioration law. 

2. Corporations for public service . — The cor])orations which control 
railways, telegraph, and telephone lines, and which furnish transporta- 
tion, light, water, and power in our gieat cities, form another exceed- 
ingly important class. These corporations are allowed, under certain 
restrictions, to exercise the right of eminent domain, tnd in some cases 
are given special and exclusive privileges in tlie public ways, d'he 
peculiar nature of the privileges confericd upon this class of corpora- 
tions, and tlie not infrequent resulting aljuse of their monofiolistu 
powers, render them the subject of constant and increasing legislative 
restriction and regulation. 

3. Corporations for finaiuial purposes . — Under this head are 
included all banks, trust com|)anies, insiiiance companies, guaranty 
companies, building associations, and other similar institutions hand- 
ling the funds, savings, or iinestments of the public, dhc laws 
under which these may be organized usually require evidence of sub- 
stantial financial responsibility and of actually paid-in cash cajiital. 
After organization certain detailed reports aie required and tlie cor- 
poration is usually subject to some form of goxernmental super- 
vision. In each state, corporations of this chi'^s are subject to special 
statutory regulation, except national banks, which are created and 
supervised only by the National Government. 


See also 282. The Holding Conqiany 
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E. Some Defects of the Pecuniary Order 

139. FAULTY DIRECTION OF ECONOMIC ACTIVITY* 

The union between encouragement of individual efficiency and 
opportunity for wide co-operation is the great merit of the money 
economy. It provides a basis for what is unquestionably the best 
system of directing economic activity which men have yet practiced. 
Nevertheless, the system has serious limitations. 

I. The money economy provides for effective co-ordination of 
effort within each business enterprise, but not for effective co- 
ordination of effort among independent entcrpiises. 

The two schemes of co-ordination differ in almost all respects. 
Co-ordination within an enterj)rise is the result of careful planning 
by experts; co-ordination among independent enterprises cannot be 
said to be planned at all; rather is it the unplanned result of natural 
selection in a struggle for business survival. Co-ordination within 
an enterprise has a definite aim — the making of profits; co-ordination 
among independent enterprises has no definite aim, aside from the 
conflicting aims of the several units. Co-ordination within an enter- 
prise is maintaii^ed by a single authority possessed of j>ower to carry 
its plans into effect; co-ordination among independent enterprises 
depends on many different authorities contending with each other, 
and without any [)ower to enforce a common programme except so 
far as one can persuade or coerce others. As a result of these condi- 
tions, co-ordination within an enterprise is characterized by economy 
of effort; co-ordination among independent enterprises by waste. 

In detail, then, economic activity is planned and directed with 
skill; but in the large there is neither general plan nor central direction. 
The charge that “capitalistic production is planless” therefore con- 
tains both an important clement of trulli and a large element of error. 
Civilized nations have not yet developed sufficient intelligence to make 
systematic plans for the sustenance of their populations; they con- 
tinue to rely on the badly co-ordinated efforts of private initiative. 
Marked progress has been made, however, in the skill with which the 
latter efforts are directed, and also in the scale on which they arc 
organized. The growth in the size of business enterprises controlled 
by a single management is a gain, because it increases the portion of 
the field in which close co-ordination of effort is feasible. 

‘Taken by permission from W. C. ^litchell, Business Cycles^ pp. 38-40* 
(University of California Press, 1913. Author’s copyright.) 



MONEY ECONOMY AND FINANCIAL ORGANIZATION 369 


2. But, as pointed out above, the managerial skill of business 
enterprise is devoted to making money. If the test of efficiency in 
the direction of economic activity be that of determining what needs 
are most important for the common welfare and llien satisfying 
them in tlie most economical manner, the present s\stem is subject 
to a further criticism. For, in nations where a few have incomes 
sufficient to gratify trilling wliims and where many cannot buy 
things required to maintain their own efficiency or to give proper 
training to their children, it can hardly be argued that the goods 
which pay best arc the goods most needed. It is no fault of the indi- 
vidual bu-,iness leaders that they take prospective profits as their 
own guide. On tlie contrary, they are compelled to do so; for the 
men who mix too much philanthropy with business soon cease to be 
leaders. But a system of economic organization which forces men 
to accept so artificial an aim as pecuniary profit cannot guide their 
efforts with certainty toward their own ideals of pul)lic welfare*, 
d'he business management of single enterprises may be admirably 
systematic in detail; but it is controlled by no large human purpose. 

3. Even from the point of view of business, prospective profit 
is an uncertain, flickering light. For it has already#l)ecn shown that 
profits depend upon two varial)les -on margins between selling and 
buying prices and on the volume of trade -related to each other in 
unstable fashion, and each subject to perturbations from a multitude 
of unpredictable causes. That the system of j)riccs has its own 
order is clear, but it is not less clear that this order fails to 
alTord certainty of business success. Men of long experience and 
proved sagacity often find their calculations of profit upset by con- 
junctures which they could not anticipate. Thus the money economy 
confuses the guidance of economic activity by interjecting a large 
element of chance into every business venture. 

4. The hazards to be assumed grow greater with the extent of 
the market and with the time which elapses between the initiation 
and the fruition of an enleqirise. But the progress of industrial 
technic is steadily widening markets, and requiring heavier invest- 
ments of capital for future production. Hence the share in economic 
leadership which falls to lenders, that of reviewing the various chances 
afforded them for investment, presents increasing difficulties. And, 
as has been shown, a large proportion of these lenders, particularly of 
the lenders on long time, lack the capacity and the training for the 
successful performance of such work. 
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These defects in the system of guiding economic activity and the 
bewildering complexity of the task itself allow the processes of eco- 
nomic life to fall into those recurrent disorders which constitute 
crises and depressions. Much patient analysis, however, is required 
to discover just how these disorders arise, and why, instead of becom- 
ing chronic, they lead after a time to the return of prosperity. 

See also g. Planlcssness and Conflict, 

104. Some Shortcomings of Self-Interest. 

140. PRODUCTION FOR ]\R 0 F 1 T« 

All our system revolves around that central sun of profit-making. 
Here is a factory in which a great many people are making shoddy 
clothing. You can tell at a glance that it is shoddy clothing, and 
quite unfit for wearing. But why are the people making shoddy 
goods— why don’t they make decent clothing, since they can do it 
quite as well ? Why, because there is a profit for somebody in mak- 
ing shoddy. Here a group of men are building a house. They are 
making it of the poorest materials, making dingy little rooms; the 
building is badl^^ constructed, and it can never be other than a 
barracks. Why this “jerry-building”? There is no reason under 
the sun why poor liouscs should be built except that somebody hopes 
to make profit out of them. 

Goods are adulterated and debased, even the food of the nation 
is poisoned, for profit. Legislatures are corrupted and courts of 
justice are polluted by the presence of the bribe-giver and the bribe- 
taker for profit. Nations arc embroiled in quarrels and armies 
slaughter armies over questions which are, always, ultimately ques- 
tions of profit. Here arc children toiling in sweatshops, factories, and 
mines while men arc idle and seeking work. Why ? Do we need the 
labor of tlie little ones in order to produce enough to maintain the life 
of tile nation? No. But there are some people who are going to 
make a profit out of the labors which sap the strength of those little 
ones. Here are thousands of people hungry, clamoring for food and 
perishing for lack of it. They are willing to work; there are resources 
for tliem to work upon; tliey could easily maintain themselves in 
comfort and gladness if they set to work. Then why don’t they set 
to work ? Oh, Jonathan, the torment of this monotonous answer is 

‘Adapted by permission from John Spargo, TAg Common Sense of Socialism, 
PP- 7S“78- (Charles H. Kerr & Co,, igii.j 
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unbearable— because no one can make a profit of their labor tlicy 
must be idle and starve, or drag out a miserable existence aided by tlic 
crumbs of cold charity! 

If our social economy were sucli that we produced things for use 
because they were useful and beautiful, we should go on producing 
with a good will until everybody had a plentiful supj)ly. If we found 
ourselves producing too rapidly, faster than we could consume the 
things, we could ea'^ily slacken our pace. Wc could spend more time 
beautifying our cities and our homes, more time cultivating our minds 
and hearts by social intercourse, and in the companionshij) of the great 
spirits of all ages through the masterpieces of literatuie, music, 
painting, and sculpture. But instead, we produce for sale and profit. 
When tlie workers have produced more than the master-class can use 
and tliey themselves buy back out of their meager wages, there is a glut 
in the markets of the woild, unless a new market can be opened up by 
making war upon some defenseless, undeveloped nation. 

When there is a glut in the market, Jonathan, you know what hap- 
pens. Sho})s and factories are .shut down, the number of emj)1oyees 
is reduced, the army of unem[)lo\ed grows, and there is a rise in the 
tide of poverty and misery. Yet why should it b^so? Why, simply 
because tlicrc is a superabundance of wealth, should people be made 
pooler? Why .should little children go without shoes just because 
tJiere arc loads of shoes stacked away in stores and warehouses.^ 
Why .should people go without clothing simply because the ware- 
houses are bursting with clothes? The answer is that these things 
must be so because we produte for jiiofil instead of for use. All these 
storesof wealth belong to theckiss of proht-takers, the capitalist class, 
and they must sell and m<ike t)rofit. 

The root of evil, the tajiioot from which the evils of modern society 
develop, is the profit idea. Life is subordinated to the making of 
profit. If it were only possible to embofly that idea in human shape, 
what a monster ogre it would be! And how we should arraign it at the 
bar of human rea.son! Should we not aill up images of the million of 
babes who have been needlessly and wantonly slaughtered by the 
Monster Idea; the images of all tlie maimed and wounded and killed 
in the wars for markets, the millions of others who have been bruised 
and broken in the industrial arena to secure somebody’s profit, because 
it was too expensive to guard life and limb; the numberless victims of 
adulterated food and drink, of cheap tenements and shoddy clothes ? 
Should we not call up the ’wretched women of our streets; the 
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bribers and the vendors of privilege? We should surely parade in 
pitiable procession the dwarfed and stunted bodies of the millions 
bom to hardship and suffering, but we could not, alas! parade the 
dwarfed and stunted souls, the sordid spirits for which the Monster 
Idea is responsible. 


See also 87 

91 

185 

310. 
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Unrest because of Violation of Reciprocity. 

Some Criticisms of Commerce. 

The Delicate Mechanism of Industry. 
Impersonality under the Primary Regime. 

The Socialists' Indictment of Competitive Society. 
Property at its Zenith. 



CHAPTER VI 

SPECIALIZATION AND INTERDEPENDENCE 
A. Problems at Issue 

In our discussion of the present day individual-t-xchaii^e- 
co-operative-pecuniary society we have assumed both llie cxisicme 
and the defensibility of spec ializatiun and inlerdepeiKlenc e. 'bins was 
permissible. They are familiar concejits— commonjilaccs. It fre- 
quently hap])ens, however, that the sii^niticance of commonjilaces is 
overlooked and these jiarticular commonplaces arc so pre^;nant with 
consequences that they must not be passed by without some detailed 
explanation. 

In considering the topic specialization, care must be given to ter- 
minology. Some writers use the expression “division of labor” as 
synonymous with “specialization.” Others use “division of labor” 
with particular reference to the apportionment of tasks w'ithin the 
industrial plant. Still others use the [ihiasc in no sinj^le definite sense. 
In this introductory statement, specialization will be used as the 
inclusive term and such jihrases as “separation of occupations,” 
“division of labor” (within a given plant), and “territorial or geo- 
graphical specialization” will lie regarded as sub-classifications of the 
general heading. In no event should confusion of terminology pre- 
vent our seeing that capital, land, and organization are as truly 
“divided” or “specialized” as i.-, labor. 

What is a specialized society? It has two significant aspects. 
The first is differentiation, but differentiation would be purposeless and 
barren of results w^ere there not also present unification. How far 
differentiation can be carried, as a matter of laboratory experiment, 
will depend upon technological con.siderations primarily. It will be 
conditioned by the prevailing state of the arts and sciences. How 
far differentiation may wisely be carried is another matter. That 
will involve a sense of proportion — will raise considerations of the 
economical expenditure of social energy. If differentiation is “ carried 
too far” there is w^aste, readily seen by everyone. If differentiation 
is “not carried far enough” there is none the less waste, uneconomical 
expenditure of energy, even if it be not so readily seen. Clearly there 
must be some means of estimating and correlating the results of 
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differentiation — there must be some unifying agency. The unifying 
agency mainly used by our private-exchange-co-operative society is 
the appeal to gain. We carry differentiation as far as it pays to 
carry it. Whether that is a long or a short distance depends, barring 
monopoly and predation, upon the size of the opportunity commercial 
organization has created. The term “commercial organization” will 
be found to include a great number of factors. Patent to the most 
artless mind would be considerations of market area, whether it be 
time area or geographical area, considerations of the efficiency of 
marketing agencies, and of the character as well as the volume of the 
demand. Conditioning these will be found technological considera- 
tions, psychological considerations, and the efficiency of the mechan- 
ism of the pecuniary organization of society. 

A dilTercntiated-unilcd society is in the nature of the case an 
interdependent society. No individual of civilized society is today 
economically independent. What one does is a matter of concern to 
many others, and he must not be surprised if they feel disposed to 
regulate his activities. The connective fibers of this interdependent 
structure are numerous, interlacing, and of curious composition. 

« 

QUESTIONS 

1. Is specialization peculiar to our society? Was there specialization in 
the manorial economy ? Would there be specialization under socialism ? 

2. Can you think of anyone today who engages in every kind of work 
necessary to produce the commodities which he uses? 

3. “Any intelligently ordered society will have specialization; it is only 
a competitive society that requires also trade and money.” What 
does this mean ? Is it true ? What other possible devices (than trade 
and money) could be used to secure and maintain a specialized society ? 

4. Nowadays one machine completes the process of pin-making vhich in 
Adam Smith’s day occupied ten men. Has there been an increase or 
a decrease in specialization ? 

5. Give examples of (a) the division of labor; (6) territorial grouping of 
related industries; (c) territorial grouping of plants of the s.ime indus- 
try; (d) geographical specialization in agricultural products. 

6. “Perhaps the form of specialization which is of greatest importance in 
economics is the functional specialization in bringing labor, land, 
capital, etc., into the productive process.” What does this mean ? 
Name some economic and social problems w^hich grow out of this func- 
tional specialization. 

7. What new forms of specialization apd what enlargements of the market 
accompanied the transition from the handicraft to the factory system ? 
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8. “Capital, land, and organization are as truly divided or si>ecialized as 
is labor.” Cite illustrations. 

9. Is specialization responsible for the increaseci participation of woman 
in work outside the home ? 

10. “ Whatever unpleasant elTec Is the division of labor may have, as regards 
monotony, may be counteracted and mitigated.” How? Can the.se 
unpleasant effects be entiiely overcome? 

11. “Division of labor promotes invention by standardizing a process and 
thus pointing out how it may be taken over by a machine.” “Division 
of labor hinders invention by deadening human faculties,” With 
which quotation do you agree ? 

12. “Once we had a watchmaker; now we have a one hundred and fortieth 
part of a watchmaker confined to a single process. A man has become 
a small part of a man. This is the boasted gain of specialization ” 
Comment. 

13. “Division of labor tends to reduce the pleasure men derive from their 
work.” Do you agiee? 

14. How can it be argued that sjna lahzation makes possible greater quantity 
and better quality of jiroducts? 

15. Draw up in patallel columns the advantages and disadvantages of 
speeiab/ation. 

16. In what way.s does sjiccialization “greatly facilitate the acquisition and 
retention of the sum of knowledge wdiich is transmissible from one 
generation to another?” 

17. Classify the advantages of division of labor (within a given business unit) 
according to (a) the business point of view, (//) the social point of view. 

18. Mr. X is a high-grade lawyer. He is also the best stenographer in liis 
state. Is he likely to hire someone to do his stenographic work ? Wliy 
or why not ? 

19. A is a good musician but is temperamentally unfitted for other work. 
B, while fond of music, is elTuient only in farming. Is an exchange 
likely to take place? Would the situation be different if A and B 
repre.sentcd regions of different natural endowment? 

20. A by one day’s labor can make 9 units of x or 2 units of y. B by one 
day’s labor can make 2 units of x or 9 units of y. Would s{)Ccialization 
and exchange be likely to take plaoe ? Would the situation be different 
if A and B represented regions instead of men ? 

21. A by one day’s labor can make 20 units of x or 10 units of y. B by one 
day’s labor can make 15 units of x or 5 units of y. Would specializa- 
tion and exchange be likely to take place ? Would the situation be 
different if A and B represented regions instead of men ? 

22 An American statesman of the nineteenth century declared that it w as 
bad policy for the United States to import any commodity that could 
be procured in the United States. Do you agree ? 
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23. Another statesman urged that no commodity which can be produced 
in the United States with the same amount of labor as in foreign coun- 
tries could be economically imported. Do you think this {wsition 
tenable ? 

24. It has been asserted that the income of the citizens of the United States 
could be greatly augmented if all commodities now imported were pro- 
duced at home, and all commodities now exported were consumed at 
home. The cost of transportation, now amounting to several hundred 
millions annually, would then be saved. Apply this argument to trade 
between the Middle West and the Pacific slope, and expose the fallacies 
involved in it. 

25. “We may often by trading with foreigners obtain their commodities at 
a smaller expense of our labor and capital than these commodities cost 
the foreigners themselves.” 

a) Explain carefully how this can be. 

b) Show that in s{)ite of this the foreigner gains by the transaction. 

26. What fixes the mechanical limit to specialization? What fixes the 
commercial limit ? 

27. Why is it that a country store keeps a little of everything, while a city 
store very often deals in only one kind of commodities, such as shoes or 
china or sporting goods? 

28. Can specialization be carried as far in bicycle repair shops as in bicycle 
manufacturing ? Why or why not ? 

29. Give examples of specialized occupations which are made possible by 
the degree of exchange co-operation which exists within (a) small 
villages; (b) towns of 5,000 inhabitants; (c) large cities. 

30. Cite cases where specialization is limited by (a) the nature of the indus- 
try itself; (6) the extent of the market; (c) social institutions; (d) finan- 
cial organization; (e) commercial organization. What factors go to 
make up “the extent of the market”? 

3 1 . Have widening markets led to specialization or has the increased produc- 
tivity of specialized industry enlarged markets ? 

32. “Specialization is a means whereby a nation attains to essential unity. 
It develops the sense of each working for all and all for each.” Has 
our specialization developed any such sense ? 

33. Draw up a generalized list of tyj^es of interdependence in modern indus- 
trial society. Try to work out another list of consequences of this 
interdependence. 

34. “There is a sympathy and opposition between all trades due to the 
fact that they draw the very breath of life from common sources.” 
What does this mean ? What determines how much “breath” a given 
industry shall obtain ? 

35. “Mining and agriculture are fundaroental industries; transport and 
finance are pervasive and connective.” What does this mean? Do 
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mining and agriculture serve as connective industries in any sense? 
What does transport include ? What does finance include ? 

36. “One of the connecting fibers of our interdependent society is the 
financial mechanism. It makes the structure particularly sensitive to 
shock.” Is this true ? 

37. Is interdependence peculiar to the competitive system? Would there 
be any interdependence under socialism ? Under the family economy ? 

38. Trace in detail and from the very first the processes which have aided 
in supplying you with your cup of coffee. How many peoi)le do you 
suppose helped in those processes? Do you think it is desirable to be 
dependent on so many people in the satisfying of your wants? 

39 “Interdependence puts us, as it were, at one another’s mercy, and so 
ushers in a multitude of new forms of wrongdoing.” Exiffain. What 
can we do about it ? 

40. “One evil of interdependence — and one that is commonly overlooked — 
is tlie fact that by so much leaning on others the stamina of individuals 
is weakened.” Is this true? 

41. “You cannot touch the consumer in any point in his expenditure with- 
out altering in countless ways his whole standard of valuation and thus 
affecting industrial processes.” Show what this means by working out 
some specitk illustration. 

42. “Among other evils which may be charged agaiiftt interdependence is 
the pervasive sensitiveness of our modern society. There follows the 
widespread evils resulting from commercial panics.” Is this true? 
Would these things be true under socialism ? Is it your guess that 
something more than interdependence may be needed to explain the 
cause of panics ? 

43 “A football celebration in which windows arc broken may harm house- 
holders but it is a good thing for labor. It gives employment to labor.” 
Prove or disprove this on the basis of the thoughts suggested by the 
topic of interdependence. 

44. “Such events as the Galveston flood are not unmixed evils. Employ- 
ment will now be found for many laborers and this benefit should not 
be forgotten or minimized by us.” What do you think of the state- 
ment ? 

B. Some Forms of Specialization 
141. SPECIALIZATION AND CO-OPERATION* 

In our general account of the co-operation prevailing under the 

present order, no attempt w^as made to .go into the matter at all 

specifically. In fact jt was vaguely assumed that all co-operation 

* Taken by permission from F. M. Taylor, Principles of Economics y pp. 21-23. 

^University of Michigan, 1916.) 
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takes a form wherein each producer makes some one thing from first 
to last — starts it and finishes it ready for the consumer, e.g., the 
farmer supplying potatoes. This sort of co-operation we might dis- 
tinguish as primary co-operation or primary division of occupation. 
But everyone knows that co-operation commonly goes much further 
than this. Almost no one carries from the beginning to the end the 
processes necessary to the production of a particular consumption 
good. The work of the baker must be preceded by that of the miller 
and the farmer. So, the work of the shoemaker must be preceded 
by that of the tanner and the stock farmer. Further, between each 
producer in the series and his successor, must come the dealer, the 
middleman, to elTect the necessary transfer of the product between 
the independent producers. In addition, the various members in the 
original series make much use of the products and services of producers 
in other series. Thus, the dealers who transfer the hides from the 
stock farmer to the tanner make use of the services of various pro- 
ducers outside the series, especially those engaged in the transporta- 
tion business, 'fanners again use coal produced by another group, 
also bark, and various chemicals. In like manner, shoemakers use 
thread, bristles, ntedles, machinery, cloth, etc., etc., which they 
obtain from other classes of producers quite outside our original series. 
Here then we have division of occupation within division of occupation. 
We might call it secondary co-operation or secondary division of 
occui)ation. 

But, in an economic .society having any considerable degree of 
development, co-operation and specialization go still further than has 
yet been brought out. Even in the last case we were thinking of 
undivided industrial units , though each was devoted to providing only 
some one element in the ultimate product; e.g., a stock farm devoted 
to raising cattle, a tanneVy occupied in preparing hides for leather 
and so on. But we all know that there is specialization within each 
industrial unit. The tannery, which as a whole produces leather, has 
some men scraping hides, some attending to the curing of the hides 
in the various baths, some staining, some finishing, some keeping 
books, some writing letters, etc. Obviously tliis sort of specialization 
is also of very great significance. Writers have sometimes distin- 
guished it from the kinds already considered as Division of Labor ^ 
wEile tho.se are called Division of Occupation.^ 

But we have not yet brought out the full extent of co-operation 
and specialization under the present order. The specialization thus 
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far considered more especially grows out of the differences in the 
physical or technical operations to be performed, as just seen in the 
case of tanning. But tliere arc deeper differences among the functions, 
processes, factors, involved in production. Production requires Unit 
some man possessing more or less wealth should assume the respon- 
sibility of production; it retiuiics that he should have laud upon which 
to work; it rectuircs that he should have laborers to [)erform the differ- 
ent tasks; it requires that he should have materials^ tools, and machines 
to assist tliese men. In short, to use the more technical language of 
economics, tliere must be at least three factors of production; laud, 
labor, and capital. As the last of the^e comes to the work in two 
different relations, controlled by two different sets of persons, wc have 
in reality something like four groujis of productive agents engaged 
in every industry, namely: laudlotds, laborers, capitalists [iro[)cr, those 
who supply the capital needed in production, and entrepreneurs, those 
owners of wealth who assume the responsibility of production. Ileie, 
manifestly, w^e have a deeper sort of co-otieration and specialization 
than anything yet considered. This particular kind of co-operation 
and specialization now under consideration, I will for the lack of a 
better term designate as Jundioual co-operation. We at least ought 
to realize the existence of such a system, even if we seldom have 
occasion to make special reference to it. 

The student should further note that the devcloiirnent of tliis 
functional specialization and co-operation brings in its train new cases 
of specialization analogous to the simpler forms already considered. 
Thus, the more completely the furnishing of ca{)ital has become iso- 
lated from taking the responsibility of production, the more there 
have developed institutions for dealing in this capital. Prominent 
among such institutions are commercial banks, .savings banks, trust 
companies, and so on. 

At this point it seems desirable to remark on one very important 
general result of the great extremes to which specialization is carried 
in the present order, viz., that this fact gives to the existing system an 
extraordinary complexity which is very confu:!)ing to the general public 
and not a little so to the trained thinker. It is often difficult to 
isolate the precise function played by a jiarticular business; and peo[)le 
who form hasty conclusions are very apt to deny the existence of such 
a function, to affirm that the business in question plays no legitimate 
part, so that those who pursue it are mere parasites upon society. 
The student should studiously avoid this practice. In fact, he will 
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do well to assume at the outset that every occupation, not catering 
to human vice, plays a real and legitimate r 61 e in the total conduct of 
economic affairs — is doing some one of the numberless things necessary 
to be done if we are to attain the highest economic efficiency. 

To summarize this discussion: The present economic system pre- 
sents itself to us as one wherein we have a vast complex of different 
industries, mining, stock-raising, farming, manufacturing, transport- 
ing, etc., each concerned in the production, of some commodity at 
one or another stage of completion, while, within each of these 
industries, different functional groups of productive agents, entre- 
preneurs, capitalists, laborers, and landlords are co-operating, and 
while, finally, this vast industrial complex is brought together^ is held 
together^ and is regulated thnnigh exchange — buying and selling. 

See also 4. The System of Individual Exchange Co-operation 
85. The Great Co-operation. 

142. SPECIALIZATION IN CAPITAL* 

Certain fundamental principles characterize American methods of 
manufacture; such as the employment of special machines to per- 
form specific operations only, whereby the output of a factory is 
enormously increased, minute and systematized division of labor 
effected, the costly work of finishing and adjusting minimized, and the 
highest dcvelojiment of skill, accuracy, and dispatch acquired. The 
high wages paid to skilled labor in this country have acted as a stimulus 
to the invention and perfecting of labor-saving machinery, and the 
employment of such labor-saving machinery operated by high-priced, 
intelligent mechanics has resulted sometimes in a very much larger 
output and low^er cost of product per man employed than anyw^here in 
the world under old conditions. These features have perhaps received 
most notable development in the fine art of watchmaking by machinery 
in America, wdierein the acme of perfection and economy is shown. 

The system of concentration of labor in large factories for making 
watches in tliis country is the antithesis of the method of scattered 
manufacturing which prevailed for centuries in Europe, notably in 
Switzerland. M. Favre-Peret, who investigated this industry in the 
New England States some years ago, stated that the average produc- 
tion of 40,000 w'orkmen in Switzerland w^as 40 watches each per annum, 

* Taken by permission from A. E. Outerbridge, Jr., “Specialization in Manu- 
facture,” Annals of (he American Academy of Political and Social Science, XXV 
(1905). 47-48. 



SPECIALIZATION AND INTERDEPEXDr.XCE 381 

while in America the average was 150 fmo watches for each man 
employed. 

By the aid of special machines in these watch factoi ic\s one man can 
make 1,200 fine screws per day, some of which aie so small that more 
than 100,000 are required to weigh a pound. One of tin* finest pieces 
made is a pallet-arbor” or pivotal bolt, which, for a snialb''i/.e(l 
watch, has a thread of 260 to the inch, weighs i/iqo.ooo of a jiound, 
undergoes 25 operations, and costs but 2J cents. Mc'asuteiiu-nts aie 
gauged to 1/25,000 of an inch. 

The balance wheel, after being machined, weighs oidv 7 giains, 
and when fitted with 16 gold screws weighs 7 2 giains, tluTc* aic- So 
separate operations upon a balance wheel, ()0 of them bc’ing dulling, 
threading, and countersinking holes; the drills revolve at a spc(‘d of 
4,800 turns a minute and one otierator can drill upwards of 2,200 holes 
for the balance wheels per day. 

143. LABOR SITXIALIZATION IN MKA'f PACKINtP 

The division of labor grew with the industry, following the inlio- 
duction of the refiigeiator car and the marketing of dressed beef, in the 
decade of the seventies. Before the market was \tidene(l by these 
revolutionizing inventions, the killing gangs w'ere .small, sine e only the 
local demands were su{)plied. But, when the number of cattle to be 
killed each day increased to a thousand or more, an iiurc-asing gang 
or crew of men was put together, and the best men were ke])t at the- 
most exacting W'ork. At what point the greatest economy is reac hed 
was discovered by experiment and by comjiarison of one house with 
another. Each firm has accurate knowledge of the labor force and 
the output of every otlier house, and in this way each im[)rovemcnt 
becomes general and each supei intendent is keyed up. Taking a crewv 
of 230 butchers, helpers, and kdjorers, handling 1,050 cattle a day 
under the union regulations of output, the time recpiired for each 
bullock is equivalent to 131 minutes for one man, from the pen to 
the cooler, the hide cellar, and all the other dc-j>artments to which 
the animal is distributed. But this is made up of 6 4 minutes for the 
50-cent man, ij minutes for the 45-cent man, and so on, and the 
average wage per hour for the gang would not exceed 2 1 cents, making 
the entire labor cost about 46 cents per bullock. 

Three main objects were gained by this division of labor. First, 
cheaper men—unskillcd and immigrant labor- could be utilized in 

‘Taken by permission from J. R. Commons, “Labor Conditions in Meat 
PackimcA Quarterly Journal of Exonomics, XIX (1904-5), 6-7. 
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large numbers. Second^ skilled men became more highly expert in the 
quality of their work. While, on the one hand, this greatly increased 
the proportion of low wage men, it also pushed up the wages of the 
very few skilled men on the delicate and particular parts of the work. 
An all-round butcher might expect to earn 35 cents an hour, but the 
highly specialized doorman or splitter earns 50 cents an hour. Some 
of these expert doormen work a week at a time without cutting a 
single hide, so deft and delicate becomes their handling of the knife. 
If the company makes a few of these particular jobs desirable to the 
men and attaches them to its service it can become indej)endent of 
the hundreds who work at the jobs where they can do but little 
damage; and their low wage brings down tJie average to 21 cents, 
where, if all w'ere all-round butchers, the average would be 35 cents. 
Consequently, in the course of time the companies put a few of the 
strongest men, and those with a particular knack for their work, on 
‘‘steady time," paying them a salary of S24 to S27 a week, regardless 
of time actually worked; but the other nine-tenths of the gang were 
hired by the hour, and paid only for the time at woik. These steady- 
time men not only stood by the company, but acted as pace-setters, 
and in this way a third object of division of labor was brought about — 
namely, speed, 

144. SPECIALIZ.MTON IN MANAGlcMKNT* 

Let us go over the duties which [an old-fashioned] foreman in 
charge, say, of lathes, or planes, is called upon to perform, and note 
the knowledge and qualities which they call for. 

First. He must be a good machinist — and this alone calls for 
years of special training, and limits the choice to a compaiatively 
small class of men. 

Second. He must be able to read drawings readily, and have 
efficient imagination to see the work in its finished state clearly before 
him. This calls for at least a certain amount of brains and edu- 
cation. 

Third. He must plan ahead and see that the right jugs, clamps, 
and appliances, as well as proper cutting-tools are on hand, and are 
used to set the work correctly in the machine and cut the metal at the 
right speed and feed. This calls for the ability to concentrate the 

* Taken by permission from F. W. Taylor, Shop Management^ pp. 96-98, and 
The Principles of Scientific Management^' pp. 123-25. (Harper & Bros. Copy- 
right by author, 1911.) 
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mbd upon a multitude of small detail and to take pains with little, 
uninteresting things. 

Fourth. He must see that each man keeps his machine clean and 
in good order. This calls for the example of a man who is naturall\ 
neat and orderly himself. 

Fifth. He must see that each man turns out \^ork of the proper 
quality. This calls for the conservative judgment and the honesty 
which are the qualities of a good inspector. 

Sixth. He must see that the men under him work steadily and 
fast. To accomplish this he should himself be a hustler, a man ol 
energy, ready to pitch in and infuse life into his men by working taster 
than they do, and this quality is rarely combined with the painstaking 
care, the neatness, and the conser\ative judgment demanded as the 
third, fourth, and fifth requirements of a gang boss. 

Seventh. He must constantly look ahead over tlie whole held of 
work and see that the parts go to the machines in their proper sequem e 
and that the right job gets to each machine. 

Eighth. He must, at least in a general way, supervise the time- 
keeping and fix piecework rates. Doth the seventh and eighth duties 
call for a certain amount of clerical work and al)ility, and this class 
of work is almost ahvays repugnant to the man suited to active execu- 
tive work, and diflicult for him to do; and the rate-fixing alone n'~ 
quires the whole time and careful study of a man especially suited 
to its minute detail. 

Ninth. He must discipline the men under him, and readjust their 
wages; and those duties call for judgment, tact, and judicial fairness. 

Under functional management, the old-fashioned single foreman 
is superseded by eight dilTcrcnt men, each of whom has his own special 
duties, and these men, acting as the agents for the planning depart- 
ment, are the expert teachers, w'ho are at all times in the shop helping 
and directing the w'orkmcn. Being each one chosen for his knowledge 
and personal skill in his specialty, they arc able not only to tell the 
w'orkman what he should do, but in case of necessity they do the 
work themselves in the presence of the workman, so as to show him 
not only the best but also the (juickest methods. 

One of these teachers (called the inspector) sees to it that he 
understands the drawings and instructions for doing the work. He 
teaches him how to do work of the right quality; how to make it fine 
and exact wdiere it should be fine, and rough and quick where accuracy 
is not reauired — the one being just as important for success as the 
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Other. The second teacher (the gang boss) shows him how to set up 
the job in his machine, and teaches him to make all of his personal 
motions in the quickest and best way. The third (the speed boss) 
sees that the machine is run at the best speed and that the proj)er 
tool is used in the particular way which will enable the machine to 
finish its product in the shortest possible time. In addition to the 
assistance given by these teachers, the workman receives orders and 


Diagram Illustrating thk Pkincu’lic of Fi'ntiiowl or Sc'if.ntific 
Managkmlxt* 



help from four other men: from the “repair boss'’ as to the adjust- 
ment, cleanliness, and general care of his machine, belting, etc.; from 
the “ time clerk,” as to everything relating to his pay and to proper 
written reports and returns; from the “route clerk,” as to the order in 
which he docs his work and as to the movement of the work from one 
part of the shop to another; and, in case aworkman gets into any trouble 
with any of his various bosses, the “disciplinarian” interviews him. 

* This diagram is taken from F. B. Gilbreth, “Units, Methods, and Devices 
of Measurement under Scientihe Managemeivt,” The Journal of Political Economy, 
XXI (1913), 619. 
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145. WOMAN IN INDUSTRY* 

The census of 1910 shows a total of 7,608,000 female wage-earners 
as compared w'ith 5,319,000 in 1900. This is an increase of 43 
per cent. In the same decade the number (d females ten years of 
age and over had increased but 22 per cent. I'he significance of the 
first column in the table below is to disclose which occupational 
groups are attracting a larger and which a smaller percentage of the 
total number of women workers; of the second to show in which 
occupational group women arc gaining, and in which losing ground, 
as compared with male workers; and of the third to allow a comparison 
of the increase of women w'orkers in the occui)ational groups on a 
numerical and a percentage basis. 
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There is evidence of this transferal of work from the home in other 
fields than manufacturing. Among domestic workers laundresses 
numbered 335,000 in 1900, of whom 325,700 were handworkers; less 
than 10,000 were employed in steam laundries. In 1910 this occu- 
pation included 597,000 women, of whom 520,000 were handworkers 
and 76,000 steam-laundry operators. The increase of factory workers 
was over 600 per cent; that of home workers less than 60 per cent. 
Again, of servants and waiters combined, there were 1,284,800 in 1900, 
of whom i,242,ocx5 were servants and 42,800 were waiters. In 1910 
the combined figure was i,495,cx)o, of whom 1,309,000 were servants, a 
* Adapted by permission from C% E, Persons, “Women’s Work and Wages in 
the United States,” Quarterly Journal of Economics, XXIX (1914-15), 202-6, 233. 
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slight increase, and nearly 86,000 were waiters, a gain of over 100 
per cent. These examples and others which might be given illustrate 
the continued progress of the industrial revolution. Obviously the 
change now taking place affects most largely the fields traditionally 
occupied by women. Just as the New England women followed 
their work as spinners and weavers from the rural home to the urban 
factory, women today, if they are to maintain their position as pre- 
parers of food and garments, must leave the home for the factory. 
Thus work is being transferred from family control to corporate 
management. The home is less a workshop. The family is no longer 
the industrial, though it remains the social, unit. Where the trans- 
formation will stop is not yet a})parent. The past decade shows a 
rapidity of change seldom equalled, and we may expect, with the 
growing urbanization of our population, a continuance of this rapid 
movement. It is to be noted that this brings more women within the 
ken of the census. It means more work done by women outside 
the home, though there may still be room to doubt whether it mean^ 
tliat tlie total amount of work done by women is greater. It thus 
means that increasing importance will attach to problems of women’s 
work and wages. 

146. GEOGRAPHICAL SPECIALIZATION* 

First in importance in fixing the home of certain industries is the 
presence of natural deposits or supplies. This determines imperiously 
the location of mines, quarries, oil or gas wells, fisheries, lumber and 
fur industries, and the collecting of nitrates, borax, sponges, pearls, 
buffalo horns. Thus the Chilian desert is the site of nitrate mines, the 
oyster industry haunts the Chesapeake, dye-woods are furnished from 
tropical forests, while the sulphur pits of Sicily supply brimstone to 
all parts of the world. 

Besides the simple finding, digging up, breaking off, cutting down, 
dislodging, capturing, or bringing together of natural substances or 
growths, we often find these reduced, refined, prepared, preserved, or 
otherwise worked up before leaving their original locality. Here we 
may, in thought, distinguish two industries, one working on raw 
materials supplied by the other. Many elaborative processes are in 
this way attached to some extractive industry, and located with refer- 
ence to it. The weaving of basket ware established itself in Fran- 

* Adapted by permission from E. A. Ross, “The Location of Industries,” 
Quarterly Journal of Economics, X (1895-96), 247-68. 
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conia, owing to the splendid growth of willow-trees in the neighlx)ring 
valley of the Main. Most of the slate pencils of the world are made 
in the Thuringian forest, the site of the finest slate quarries. 

Probably next in importance is nearness to the sources of raw or 
auxiliary materials. This consideration will have most influence first, 
when the materials are bulky and hca\y relatively to their value; 
second, when the finished product embodies but a small part of the 
materials employed or contains much greater value, third, when 
transportation facilities are backward, or the mateiials are proiluced 
in a mountainous district or in the interior of a country where the 
cost of transportation is unusual. These conditions are met with in 
the metal industries, so that ore is for the most part smelled near the 
mine, if fuel be forthcoming. The sawmills, in turn invade the 
uilderness or follow up logging streams in quest of their material. 
While there is no gieat shrinkage in sawing logs into lumber, the 
greater ease of handling is suflicicnt to carry the sawmill to the logs 
instead of the logs to the sawmill. 

Here we bring in a new consideration — the fact that exliaclive 
and elaborative industries are linked together by Icidmical as well as 
economic bonds. The {)crishability of the materials makes the loca- 
tion of the dependent industry in many cases something more than 
a matter of freight bills. Neither cane nor raw juice can be carried 
far without spoiling, for a similar reason salmon canneries will cling 
to the banks of the Columbia, while fruit and vegetable canneries will 
^tick close to Maryland orchards and California ranc lies. 'I'his tether 
that binds one industry to a certain .spot, de^pite the economic attrac- 
tions of other localities, is weakened by every new device to preserve 
form and stay decay. So far, the frozen meat cargoes and refrigerator 
fruit shipments are in the service of the consumer rather than of 
dependent industries; but we may yet see these industries set free 
to obey other forces of location. 

Whenever great heat is needed, it is imimssible to ignore the 
sources of fuel supply. This, therefore, is of great importance in 
locating the metallurgical, chemical, and refining industries, the 
smelting, casting, rolling, or forging of iron or steel, the manufacture 
of brick, hardware, glass, stoneware, pottery, and porcelain. 

When coal is burned simply to develop steam power, its cost of 
carriage is not so great as to make nearness to source of fuel a prime 
desideratum in location. Its rival, water power, on the other hand, 
has not been portable in any forrh, and, if used at all, has to be used 
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in strict connection with the falling water that generates it. Around 
eligible water power, therefore, settle industries employing heavy 
machinery such as flour mills, planing mills, sawmills, and many 
manufactures of wood and metal. The manufactures that seek cheap 
power are mainly those that receive the crude natural materials direct 
from the extractive branches, and impose on them their first and 
greatest change of form. For the more purely elaborative processes, 
lying nearer the consumer, labor and light machinery effect the 
transformations. 

A power site thus becomes the core of an industrial center. 
Lowell, Lawrence, Fall River, Concord, and other manufacturing 
towns on the streams tumbling from the granite hills of New England 
owe their rise to this cause. The South owes part of its growth to 
the falls in its rivers. Great milling centers, like Rochester, Niagara, 
and Minneapolis, are the result of cheap power. It is likely that, 
with the advent of the economical transmission of electrical energy 
to a distance from the place of generation, the value of the more 
eligible power sites will be enormously increased; while, on the other 
hand, the concentrating tendency being checked, the milling industries 
will be left free to follow other attractions. 

Sometimes a trade takes up its home where, as supplement to 
some other branch, it can fill up an industrial chink. In Switzerland 
hand-carving maintains itself, because not only can it be pursued in 
the winter and in the long evenings, but the occupation is so light 
as to refresh rather than to weary. The poultry industry is in most 
countries scattered and conducted in a small way, because it fills a 
chink in farming, and up to a certain point costs almost nothing. A 
great deal of stock-raising is merely incidental to farming. The peach 
industry of Belgium is likewise a parasite. The clusters of site 
industries that grow up about packing establishments, refineries, or 
gas-works, engaged in turning refuse into by-products, are also para- 
sitic. We note, on a higher plane, the obvious connection between 
the literary and scientific life of an educational center like Leipzig and 
its prominence as a book mart. 

Climate is not only decisive for vegetal products, but appears to 
play no small role in locating manufactures. Partly to the fact that 
a very moist atmosphere is necessary in order to spin the finer cotton 
yarns is due the steady concentration of the cotton industry in Lan- 
cashire, where high hills inland keep off the dry east wind, and pre- 
cipitate a copious downfall from the sea winds from the west. 
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The residence of the consumer frequently determines the location 
of the industry. The whole groups of service industries of course 
follow the consumer. In fact, the chief economic dilTcrence between 
goods and services lies in the fact that the place of production of the 
latter is in relation to the consumer. Besides this, certain industries 
that produce goods such as tailoring, millinery, photography, and 
pharmacy, must refer to the person of the consumer. Repair work 
settles near him. Confectioneries, bakeries, and market gardens must 
be near to him to avoid deterioration of product. Daily newspapers 
are published where the readers dwell, in order to secure promptitude. 
The bulk and waste of artificial ice in transj>orlation, as well as the 
bulk of coopers’ jiroducts, conifiel them to be made where wanted. 

If raw materials, fuel, and ])ower are necessary to production, no 
less are labor and specialized capital. The cai)ilal rcciuired for build- 
ings and machinery is, however, rarely influential in locating an 
industry, because the buildings are locally su[)plicd, while machinery, 
if brought from elsewhere, is transported once for all, and cannot 
therefore compete with material or fuel as a factor in location. 
Capital, the most mobile and dynamic factor of production seeks its 
allies instead of requiring them to come to it. It effaces itself in the 
location of industries, consulting always the local aflinities of the 
other productive factors. 

Labor is not sharply localized, as is natural power, for instance. 
Like fuel or materials, it can be transported; and, like them, its pric es 
in different markets perpetually tend to converge. But the trans- 
plantation of the laborer entails the expense of transportation of him- 
self, family, and belongings, and all the costs in trouble, risks, and 
sentiment that attend a change of residence. While the claborativc 
industries performing the first operations on nature’s products are 
the most regardful of nearness to materials, fuel, and power, the 
higher branches that fabricate finished goods are apt to attend more 
carefully to labor cost. In the manufacture of clothing, linen, under- 
wear, gloves, boots and shoes, millinery, cigars, patent medicine and 
cutlery, the cost of labor enjoys the controlling position. Apart, 
therefore, from the cost of moving materials or product, industries 
will tend to congregate in commercial centers, in order to profit by the 
cheapness of labor that results from a cost of living kept low by easy 
resort to a wide supplying area. 

Many items enter into the articles of union between labor and 
capital besides the matter of remuneration. Cash wages, prompt 
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[jayraent, notice of discharge, liability of employer, provision of fire- 
escapes, fencing of machinery, limited hours for women and children 
— all these obligations, whether imposed by law or by labor organiza- 
tions, will, if unattended by heightened efficiency, be unfavorable to 
capital and may lead to its migration. So, too, industrial disturb- 
ances, rioting, frequent and prolonged strikes, dispose capital to 
exodus if a more tranquil seat can be found. With more capitalistic 
methods of production, outlay for labor and material diminishes rela- 
tively to that for plant and machinery. This necessity for si)ccializing 
and sinking vast initial sums makes industry increasingly dependent 
on order, security, and continuity of conditions. Civil disorder, 
revolutionary changes, sudden alterations in laws, or even a vigorolI^ 
reform policy, scare away capitalistic industries. On the other hand, 
docility of laborers, absence of trade unions or restrictiv e laws, unques- 
tioning submission to the terms offered by capital, attract an industry. 
Easy incorporation, light taxes, severe i)enalities for offences against 
property, lavish grants of authority to private watchmen, such as the 
Coal and Iron Police of Pennsylvania, prompt use of police or militia 
in labor disputes, pliant legislatures, complaisant courts, coriupt 
officials — all these, so long as they provoke no dangerous reaction, 
attract outside capital, and make a community the home of vast 
industrial investments. 

Occasionally wc find industries confined to a certain locality 
because of dearth elsewhere of ade([uate technical knowledge and 
inventive talent. The manufacturers of one country get a start, and 
by a recourse to native technique arc able to keep their lead. In the 
manufacture of dental instruments and supplies Americans have 
unquestioned leadersdiip, owing to their inventive faculty and to the 
constant stimulus afforded by a highly-developed profession. Similar 
causes give them pre-eminence in the making of farm machinery, while 
the ingenuity with which utility and convenience are wTought into 
their implements and tools gives American hardware a great name 
abroad. The lead acquired by France in article.^ of beauty and taste 
is undoubtedly due to the presence of abundant and well-organized 
artistic ability. The high development of the chemical industries in 
Germany is connected with the aident cultivation of chemical 
science in that country. While, of course, experts may be trans- 
ported as any other factor in production, experience shows that an 
industry permanently dependent upon imported technical knowl- 
edge will pay high salaries and receive service less conscientioas, 
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responsible, and well considered than would be rendered by the same 
men at home. 

The concentration of a scattered industry usually comes about by 
some locality outstripping tlie other centers and linally extinguishing 
them. The initial growth is due, of course, to some superiority of this 
locality over the others. But, as the center leaves its rivals behind, 
it requires a momentum from the fact that the economies of concen- 
trated industry now work in its favor as well as its special advantages. 
With these urging it in the same direction, one might wonder why the 
rising center does not go on killing out its small rivals over larger and 
larger areas and appropriating their business. But trees do not grow 
up into the sky, nor does an industrial center expand till it absorbs 
the custom of the globe. For this there are two chief reasons. One 
is that, as a place becomes more of a center, its special advantage 
tends to disappear. If it is water power the multi{)lication of mills 
raises the cost of power till it is no longer cheai)er than elsewhere. 
If it is accessible coal, the increase of consumption comi)els shafts to 
be sunk deeper and galleries to be cut farther till the local superiority 
has vanished. The other reason is that, as industry concentrates, 
the radius of the territory from which its materials and*the subsistence 
of its dependent population are drawn, and of the territory over which 
the finished product is distributed, increases; the average cost of 
transportation per unit of industry grows, until its growth neutralizes 
the economies of further concentration. 

147. INTERNATIONAL SPECIAldZATION AND FREE TRADE' 

It has not been possible to get thus far in our discussion of eco- 
nomic principles without bringing out by implication one of the ])rin- 
cipal reasons why economists as a class arc free traders — they favor 
the utmost possible freedom from restrictions, because this means the 
largest possible amount of co-operation — it enables everyone to 
benefit most completely by the productive activity of everyon£ else. 
But, whatever economists think, governments continue to try to 
guide our trade into more or less artificial channels. In doing this, 
they profess to act on the basis of principles. We have no intention 
of undertaking here a study of these principles. But one or two of 
them belong to our present topic in that they concern directly the 

‘ Adapted by permission from F. M. Taylor, Principles of Economics, 
pp. 73-77. (University of Michigan, 1916.) 
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question— -When is exchange-co-operation, trade, between different 
countries profitable ? To this question, therefore, we must now give 
a little attention. 

One general condition under which exchange-co-operation would 
surely be profitable would be realized if two communities, Ci and Ca, 
produced just two things, Pi and Pa, and Cx could produce P, much 
more cheaply than could Ca, while C, could produce Pa much more 
cheaply than could Cj. Evidently both would gain if Ci should pro- 
duce enough P, for both, and Ca enough Pa for both. On the basis 
of this case, we might say that exchange will usually pay if each of 
the exchanging countries can produce some particular thing much 
more cheaply than the other. 

But, while the most important cases of exchange-co-operation 
between countries would probably be covered by such a principle, 
fuller analysis long ago showed that this statement does not cover all 
cases, is in fact misleading. If we stopped at this, the reader might 
very naturally conclude that trade would pay only when the condition 
just explained was present. He might even conclude that we ought 
never to buy a thing from other countries if we could produce that 
thing as cheaply as those other countries. This notion, though quite 
wrong, is quite common. The unsoundness of the doctrine as api)licd 
to the case of an individual is at once evident. Here, for example, is 
a lawyer who very likely can mow his lawn, cultivate his garden, and 
take care of his furnace much better than the })erson or persons whom 
he hires to do these things. But what he does is to devote himself to 
the practice of his profession, and buy the services named from other 
people; and of course he acts wisely in doing so. So long as he can 
find a market for his possible output, he would better devote his time 
entirely to doing the thing for which he is pre-eminently fitted, and 
get his supplies of other things from his neighbors, even though he 
can make those other things better than his neighbors. 

Now, it seems pretty evident that the case of a community or 
nation is in this respect no different from that of an individual. The 
Upper Peninsula of Michigan produces little but copper and iron, 
getting most other goods through exchange with other communities. 
Yet it would be easy to prove that Upper Michigan is really better 
fitted to produce some of these things which she buys from the rest 
of us than we are, and that her people are quite aware of this. The 
explanation of this situation is to be found in what has been long 
known as the Law of Comparative Cost. 
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Ignoring cost of transportation, two communities (persons) find 
it profitable to specialize respectively in the production of two com- 
modities and to exehangc those commodities each for the other 
provided the comparative real costs of the two commodities in one 
community are ditlerent from their comparative real costs in the 
other community. 

Illustration: Letting labor repiescnt all real costs, suppose that 
in England the cost of a ton of iron is 25 days’ labor and the cost of a 
yard of broadcloth is 5 days’ labor, while in America the cost of the 
iron is 16 days’ labor and that of the broadcloth 4 da\s’ labor. 

Eng. cost Iron : Eng. cost (doth : : 25 : 5 
Am. cost lion : Am. cost (doth :: 16 : 4 

I'hc com[)arati\e costs arc not eciual; therefore, by the principle, 
specialization and e.xchangc will pay. 

Argument: Sine e in Idigland a ton of iron costs five times as muc h 
as a yard of cloth, it will naturally tend to be worth the same as five 
yards of cloth, under which conditions hdigland can afford to give 
iron for cloth if, and only if, she can get more than five yards per ton; 
or trade cloth for iron if, and only if, she ( an gel it wfth less than five 
yards per ton. In America, on the other hand, a ton of iron tends to 
be w'orth four yards c:>f cloth; under which conditions America can 
afTord to trade iron for cloth if, and only if, she can get more than 
four yards [)cr ton, or to trade cloth for iron if, and only if, she can 
get it with less than four yards. But the first hypothesis for England 
and the second for America arc jdainly shut out. Idigland cannot 
get more than five yards of cloth for iron, since in Ameiica it is worth 
only four yards. So America cannot buy iron with less than four 
yards of cloth since it is wmrth five yards in England. On the othei 
hand, the second hypothesis for England and the first foi America 
fit each other perfectly. England can get iron for less than five yards, 
since it is worth only four in Americ'.a, and America can sell iron for 
more than four yards of cloth, since it is worth five in England 
Accordingly, under the conditions supposed, an exchange of English 
cloth for American iron would be profitable. 

The foregoing statement of the Princi{)le of Comparative Cost puts 
it in terms of the reciprocal trade of two countries. But in fact most 
international trade is not of this twofold character. It is triangular 
or multiangular. Nation A sells to B; B sells to C; and C sells to A. 
At bottom, however, the cases are substantially alike. The condition 
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which makes specialization and exchange profitable is a difference 
between the comparative costs to one country of the things exchanged 
and their comparative costs to other countries. 

See also 90. The Benefits of International Trade. 

C. An Estimate of the Value and Limits of Specialization 
148. ADVANTAGES OF SPECIALIZATION' 

I. The first of the advantages of division of labour is that it 
enables man to make the best use of the various qualities possessed 
by different parts of the surface of the earth. If each man worked 
entirely by himself, he would be obliged to get everything from a very 
small area. 

We must not think only of the impossibility of obtaining certain 
products from certain areas. There is a great deal more than that to 
be considered. There are many degrees of difficulty short of the 
infinite degree which is literal impossibility. We get coffee from 
Brazil, tea from Ceylon, and bananas from Teneriffe or Jamaica, not 
because it is absolutely impossible to grow these things in England, 
but because it is much more dilTicult to grow them here where the soil 
and climate are not so suitable. It would be obviously the act of a 
madman to insist on growing a little of everything on each acre, or to 
cut the farm up into sections for wheat, meadow, potatoes, and so 
on, witli no regard to anything except facility of transport to the home- 
stead. Mankind at large is in much the same position. 

We must be very cautious about accepting any short and taking 
phrase for a summary description of the advantage resulting from 
the local concentration of industries. To say, for instance, that it 
“ enables everything to be done in the place best fitted for the purpose" 
is not satisfactory, since it often happens that one place is the best 
fitted for carrying on two, or even more than two, different industries. 
Then, as there is not room for more than one, the others must be 
placed, not in the best, but in the second or even third, fourth, fifth, 
or sixth best place. Industries must be arranged in what is the best 
way on the whole, taking into consideration all of them and also the 
amenities enjoyed by the consumer so far as these are to be considered 
separately from tlie industries. This last proviso, concerning ameni- 
ties, is necessary in order to prevent such things as the discomfort of 

‘ Adapted by permission from Edwin Cannan, Wealth, pp. 41-51. (P. S. King 

& Son, Ltd., 1914.) 
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living in a bad climate from being overlooked. A concentration of 
industries which was extremely good so far as the mere product of the 
industries was concerned would be a very bad one if it com]>elled a large 
part of tlie i)eople of the world to live on the Antarctic continent. If 
we adhere to the phrase adopted at the beginning of this section and 
say tliat co-oper.ition enables man to make the best use of the various 
qualities possessed by different j)arts of the earth’s surface, we seem 
to be on fairly safe ground. 

2. The second great advantage of division of labour is that it 
enables la])our to be so distributed between different persons tliat 
their original or natural qualities may be best utilised. 

Obviously it will be better to divide the whole of the work to be 
done between all tlie workers concerned in such a way that tlie work 
requiring great strength is given to the strong, work requiring dex- 
terity of mind to the clever, and so on, as far as possible. Tin' proviso 
“as far as i)ossi]de” is necessary because, just as it is not true to say 
everything must be done in the place best fitted for it, so it is not true 
to say everything must be done by the person best fitted for it. 
Often the person best fitted for one kind of work will also be the best 
fitted for another kind of work or for several otli^r kinds: he must 
then be allotted the labour which it is best he should perform when 
the special cajiabilities of .all tlie workers, including himself, arc taken 
into consideration. Some of the w'ork wall then necessarily be allotted, 
not to the person best Gtted for it, but to the second, third, fourth, and 
fifth best fitted. 

In practice this advantage of division of labour is inextricably 
mixed up with the third, to which w'e now proceed. 

3. The third advantage of division of labour lies in the fact that 
it enables much greater skill and dexterity of hand and brain to be 
acquired for each of the various occupations. “Jack of all trades” 
is proverbially “master of none.” A jicrson who had to supply all 
his own needs would have to do so many things that he could not 
expect practice to make him perfect at any of them. When different 
kinds of labour arc allotted to different persons, so tliat the whole or 
greater part of the working time of each is given to one, or at any rate 
a few kinds of labour, each acquires in a high degree that special 
dexterity required for his particular work which is obtained by prac- 
tice. Furthermore, it becomes possible to give to each person the 
perhaps more important kind of skill and dexterity which is to be 
obtained by education or deliberate training. Human life is far too 
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short to make it worth while to give individuals the elaborate train- 
ing necessary for more than one of the more difficult employments. 

This advantage is necessarily mixed up with the second, because 
when once particular qualities have been acquired, it does not matter 
whether they have been acquired by training and practice or are the 
result of “ original’^ or “ natural’’ characteristics. 

4. The fourth advantage of division of labour is that it greatly 
facilitates the acquisition and retention of ^e sum of knowledge which 
is transmissible from one generation to another. This is quite dis- 
tinct from the advantage of skill and dexterity just discussed. Skill 
and dexterity enable people to use known processes themselves. 
Without division of labour the inventions and discoveries which have 
made modern man’s power over the forces of nature so much greater 
than that of his remote ancestors could not have been made, because 
no man would have had time to specialize sufficiently in the particu- 
lar lines of study required. When the knowledge has been once 
acquired, it would often be lost if it were not for the existence of 
books and instruments which could not be produced without division 
of labour. In other cases the retention of the knowledge in the 
world is only ejected by means of tlie exertions of a class of 
educators, which, again, could not exist in the absence of the division 
of labour. 

5. The fiftli advantage of division of labour is that it economises 

tools and machinery of all kinds, including the buildings in which 
work is carried on. By this we mean that it makes a given amount 
of machinery “go farther,” or be more effective, and so makes it 
advantageous to mankind to provide itself with machinery which 
would otherwise be too costly. Everyone has experienced difficulties 
from the want of appropriate tools when he has attempted quite simple 
jobs outside his own trade or profession. “Jack of all trades” is not 
only unskillful, but also ill-provided with tools. Evidently if every- 
one had to do all kinds of work it would have to be done for the most 
part with very much less effective tools and machinery than at 
present. As things are, these things can be liberally provided, even 
when costly, because the division of labour allows them to be kept in 
continuous use, which would be impossible if everyone had a complete 
equipment of each. 

See also 85. The Great Co-operation. 

86. The Indirect Method of Satisfying Wants. 

8g. Benefits of Exchange. 
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149. DISADVANTAGES OF SPECIALIZATION 
A* 

Whether we fasten our eyes upon the ordering of the individual 
life or upon the life of a social group, over-specialization looms before 
us as one of the gravest and largest social dangers, the more insidious 
because it conceals its “social” nature and masquerades as individual 
liberty. 

Society, we have admitted, properly requires its individual mem- 
bers to specialize - that is, devote a considerable amount of their time 
and energy to serving society by the performance of certain routine 
work which shall contribute to the social support. Modern methods 
of mechanical production and of business organization favour a con- 
tinual advance of this specialization, and have brought about certain 
notable changes in its character and its reaction upon those who 
undergo its inlluence. So long as the specialization needed to con- 
tribute to social service meant that each person should ply some par- 
ticular trade or profession, should apply himself exclusively to the 
production of some single class of commodities as farmer, tailor, doc- 
tor, under conditions which required considerable variety of skill and 
experience, and evoked a corresponding interest in the work, so long 
as the range of specialism at least allowed each man to sec the end 
and the utility of the work he did, no net injury to individuality was 
wrought. But where machinery of ever nicer character is brought 
more and more into play, and where the arrangement of large busi- 
nesses and the increased specialism of small businesses, proceeding 
apace over tlie industrial world, brings about an ever finer subdivision 
of labour, for the express purpose of rendering such labour as far as 
possible unskilled and purely mechanical, in order that a larger 
quantity of routine products may be turned out by each worker in a 
given time, such specialization has distinctly degrading effects upon 
the life and character of the workers. Enlightened teachers of 
humanity — such as Carlyle, Emerson, Ruskin, lolstoy have uttered 
vain protests against the degradation of individual life and character 
by this narrowing and monotonizing of all labour on the one hand, 
and the grossly materialistic conception of civilization involved in 
measuring prosperity by quantity of mechanically wrought goods on 
the other hand. No one acquainted widely with the facts of industry 

* Adapted by permission from J. A. Hobson, The Social Problem, pp. 226-30. 
Qames Pott & Co., 1901.) 



INDUSTRIAL SOCIETY 


398 

can seriously question the statement that the conditions of much 
modern work tend to crush out all human interest in it. A man can get 
no pleasure from liis work when it imposes a constant strain upon the 
same muscles and nerves, and can be most easily done so far as the 
actions become automatic; when the tedium of constantly repeating 
the same narrow movements compels the cultivation of indifference; 
when strict conlinement to a single process hides from him the true 
purpose and utility of his work, and he cannot claim any single whole 
commodity as the product of his labour. By such methods the eco- 
nomic '‘cost of production” of commodities is reduced to a minimum, 
but the real human cost is continually enhanced. That cost consists 
in the degradation of the individuality of the worker, })rimarily as 
worker, but secondarily as consumer, by the oppression of society. 

These dangers of over-specialization, due to a defective order of 
society which subordinates the interests of tlie producer to the sup- 
posed interests of the consumer, are not conrme<l to individuals, but 
beset the life of larger units of society. Nations are specializing 
more and more, some confining themselves to growing corn or cotton, 
sugar or tobacco, others to particular departments of manufacture. 
England is devotipg herself to textile and metal manufactures, ship- 
building, and certain branches of commerce; w'ilhiii Ihigland large 
districts are monotonized by exclusive devotion to pottery or iron; 
town life is becoming more strongly differentiated from the country, 
the towm itself divided into residential and business quarters, while 
these again arc split by endless subdivision. These are but the wider 
social aspects of an excessive division of labour, which reaches its 
culmination in the machine-tender of the most liigldy organized 
modern factory— a man wdiose working life is incomparably narrow’cr 
in scope and more vacant of human interest than that of any living 
creature in the past. 

Local specialization exaggerates the ill effects of over-specialism 
upon the individual worker by furnishing a material environment 
which offers no relief. To have one’s life bounded by a horizon of 
“black country” or “potteries,” “cotton” or “coal,” the land 
and labour of which are alike devoted to a single industry, implies 
not merely a daily dullness and monotony of outward life, but an 
absence of all wholesome stimuli to the development of the intellectual 
and moral tastes which make for the progress of national life and 
character. Cheap railway trips, cheap print, and external machinery 
of education are ineffective to counteract the degrading provincialism 
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of these specialized industrial areas of which modem countries arc 
more and more composed. 

The division of labor, and the accompanying development of 
madiinery, give inducement to the employment of classes that should 
not be employed at steady and monotonous labor. Small children 
and persons failing in health are drawn into the circle of sustained 
labor. The former should be allowed to develop their faculties in a 
natural way; the latter to recover their healtli. When each employ- 
ment required all the faculties of a normal man, tliere was nothing 
to tempt producers to employ laborers of this class. Since the intro- 
duction of division of labor, the evil of em])loying Uiose who should not 
be employed has assumed serious j)roportions. Legislation has been 
invoked to limit the employment of cliildren, but in few countries 
has child labor been subjected to wholly satisfactory regulation. 

A further disadvantage of division of labor is that it renders the 
workman dependent on a certain kind of work, and therefore exposes 
him to the risk of non-em[)loymcnt when sup})lics of material are 
wanting or when markets fail. There are in most modern countries 
many men and women who are well-trained textile workers, but who 
do not know how to find emt)loyment when a crisis causes a con ti ac- 
tion of the textile industry. 'Lhe higher the degree of specialization 
the more serious are the effects of changes in industrial conditions. 

Besides tlie physical strain due to speed and complexity of 
machinery, health is injured by the extreme monotony of many 
branches of industry. Specialization has been carried so far that 
change and variety of work are reduced to a minimum. Minute 
division of labor results in tlie constant repetition of similar motions 
and processes by the same worker, favoring the onset of fatigue 
and requiring for relief the establishment of a shorter workday. 

Monotony of occupation is a true factor in inducing fatigue, 
because it has a true physiological basis, which can briefly be made 
clear. We know that with repetition and sameness of use there 
results continuous fatigue of the muscle or organ used. So, too, with 

* Taken by permission from A. S. Johnson, Introduction to Economics, 
pp. 117-18. (D. C. Heath & Co , 1909.) 

’Adapted by permission from Jqsephine Goldmark, Fatigue and Efficiency, 
Part I, pp. 67-68; Part II, pp. 42-44. (Charities Publication Committee, 1912.) 
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the nerve centers from which our motive power springs. We must 
bear in mind that the special functions of the brain have separate 
centers. Thus, there is a center for hearing, another for sight, 
another for speech, etc. When certain centers are working continu- 
ously, monotonously, from morning to night, day by clay and week by 
week, it is physiologically inevitable that they should tire more easily 
than when work is sufficiently varied to call upon other centers in 
turn. 

The monotony of so-called light and easy work may thus be more 
damaging to the organism than heavier work which gives some chance 
for variety, some outlet for our innate revolt against unrelieved 
repetitions. Monotony often inflicts more injury tlian greater 
muscle exertion just because it requires continuous recurring work 
from nerve centers, fatigue of which reacts with such disastrous 
consequences upon our total life and health. 

ISO. THE LIMITS OF SPECIAJJZATION 
A* 

So long as differentiation of functions rests upon a direct exchange 
of services, it cannot be carried far. Population would need to be 
fairly dense before a man could devote himself exclusively to the 
building of houses, even if he undertook the work of stone mason, 
brick mason, and plasterer in addition to that of carpenter. Such 
trades as that of locksmith could hardly exist at all, since a scattered 
rural population could scarcely furnish work enough to maintain it. 
An important step in tlie direction of economic specialization was 
taken when men began to produce commodities for sale. 

Differentiation of function in production is in large measure 
dependent upon the character of the existing commercial organization. 
In the mediaeval towns the artisan was at the same time a trader. 
He was compelled to supply himself with materials, often from distant 
sources; he was often compelled to carry his wares from place to place 
in order to find purchasers. The risks incident to procuring materials 
and marketing products weighed heavily upon him. Co-operation, 
as in the German Hanse towns, reduced his difficulties in some meas- 
ure; nevertheless, under the conditions, comparatively few men could 
rely for their subsistence upon a single occupation. With the develop- 
ment of a merchant class, the producer was relieved of the labor and 

* Adapted by permission from A. Johnson, Introduction to Economics, 
pp. 107-13. (D. C. Heath & Co., 1909.) 
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risks of assembling materials and marketing products. The accumu- 
lation of large and permanent stocks of material gave occasion for a 
constantly increasing number of occupations or subdivisions of 
occupations. 

In the field of production at the order of the consumer, division 
of labor is dependent largely upon the density of population. Where 
the producer of a commodity deals directly with the consumer, the 
opportunity for minute division of laljor is not so great as where 
the producer is brought into relation with the consumer through the 
intermediation of a general market. The amount of work that may 
be secured by a single custom-tailor’s shop is limited by the nmnbcr 
of purchases of custom-made garments within easy distance. In a 
village this numloer may be so small that anything like subdivision of 
the tailor’s trade is impracticable. In a large city the case is different. 

The degree in which the functions of production may be subdivided 
is dependent upon the prevailing form of economic organization. 
Where each workman is his own employer, as was generally tlie case 
in the mediaeval industrial organization, labor cannot be very minutely 
subdivided. Where, on the other hand, industry is carried on under 
the factory system, the workmen are assembled under ©nc roof, subject 
to the control of an employer. The material passes through the shop 
without interruption, and apprentices arc taken on in each branch in 
the proportions which experience shows to be most desirable. Of 
course this implies a large accumulation of wealth on the part of the 
employer, who must provide tlie premises, furnish materials, pay 
wages, and assume all other expenses of production. In fact, we 
may say tliat large capital and efficient management are prerequisites 
to a thoroughgoing system of division of labor. 

B- 

The division of labor is also limited, in many cases, by the nature 
of the employment. Agriculture, for example, is not susceptible 
of so great a division of occupations as many branches of manu- 
factures, because its diflerent operations cannot possibly be simul- 
taneous. One man cannot be always ploughing, another sowing, 
and another reaping. A workman who practiced only one agricultural 
operation would be idle eleven months of the year. The same person 
may perform them all in succession, and have, in almost every climate, 

* Taken by permission from John ^tuart Mill, Principles of Political Economy ^ 
I, 175. (D. Appleton & Co., 1893.) 
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a considerable amount of unoccupied time. To execute a great 
agricultural improvement it is often necessary that many laborers 
should work together; but in general, except the few whose business is 
superintendence, they all work in the same manner. A canal or a 
railway embankment cannot be made without a combination of many 
laborers; but they are all excavators, except the engineer and a few 
clerks. 

C* 

Whilst it is quite evident that there must exist definite commercial 
and mechanical conditions beyond the limits of which specialisation 
will cdase to be profitable, it is not easy to define these limits in so 
many words on account of the extreme complexity of the question. 
Moreover, specialisation being essentially a process of evolution, it 
is not at all certain that its tendencies can be controlled, or that its 
developments will always be on the side of even-handed progress. 

The mechanical limits of specialisation in any given product will 
evidently have been reached when no further standardisation of parts 
can be attained without sacrifice of technical efficiency, and when all 
the machines in use are special machines each producing one article, 
and one only, cheaply and satisfactorily than it could otherwise 
be produced. The critical point is the determination, for any given 
piece, when it will pay to devote a machine wholly to its manufacture 
when such machine will have to stand idle for part of its time. The 
oroblem of adopting a machine that can be filled with work is an 
easy one to adjudicate upon; to know just when to employ a machine 
that must perforce lie fallow for more or less doubtful periods demands 
a fine judgment. 

The commercial considerations limiting specialisation are much 
more numerous and important than the mechanical. The ultimate 
appeal in all these matters is to the arbitrament of competition. The 
reason why specialisation has such surpassing interest for the engineer 
today is because tlie engineering industries are at that particular 
phase of evolution in which specialisation presents the most vigorous 
weapon of competition available. To competition by specialisation 
there is no possible answer but equal or further specialisation. It is in 
the nature of things a temporary or passing phase, yet with the most 
rapid progress possible its possibilities will not be exhausted in our 
time. But where rivals are already trying to occupy the same field 

* Taken by permission from J. S. Lewjs, “The Mechanical and Commercial 
Limits of Specialization,” Engineering Magazine, XX (1900-1901), 709-13. 
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in which there is not room for botli, the superiority will obviously 
remain with that one who has tlic balance of conditions in his favour. 
Now it is much more probable that mechanical conditions will be 
equally balanced than that commercial conditions will be. For this 
we have to thank the spiead of tcihniial education, the chief use of 
which is in avera^nn)]; technical conditions. 

By teclmical education is not meant, however, the set curriculum 
of the technical school. This provides merely the p^roimdwork on 
which further pro^re^s may be bmll. 'I'he true tedmical ediicalion 
of the cn^^^ineer lies in the free intiuc )ian;^n* of exjierieiu e by the medium 
of tlie technical press, the paiiers read Ixdore learned societies, willi 
the discussions they elicit; the throwin^^ ojien of works to the expert 
on his travels, and kindied methods by which the news of proj^ress 
circulates through the w'orld. The elTect of all this is undoubtedly 
to aveiage up the standaid of pradice the world over, and to m;ike 
purely mechanical conditions ecjual betw'een intelligent competitors 
in the same special line. 

As regards commercial conditions, there is no such opportunity of 
availing one’s self of the results of others’ experience. The manu- 
facturer wlio has discoveied a new channel for the vlisjiosal of his pro- 
ductions does not call u])on his rixals to admire his cuteness, (Jn the 
contrary, he keej)s all such matters in the ])r()founclest obscurity that 
he can manage. In some ca es piecaiitions almost bordering on the 
grotesque arc taken to I cep the know'lcxlge of the destination of 
orders confined to as few oOicials as pos'^ible. 'J'lic' result is that 
notwithstanding the cult of the technical schools, the real arena on 
which the survival of the fittest is fought out is and will remain the 
commercial one. The bearing of this on the question of specialisation 
is obvious. Sufficient grasp) of commenial conditions to know when it 
will pay to sink capital for the p)urpose of forcing the market’s con- 
sumption of any article is the possession of very few. The reward of 
success is x'er}^ great, but the risks of faulty judgment are far heavier 
than in the case of an ordinary eiiterpirise. One of the principal 
reasons for this lies in the steieotypied character of the ])roductive 
elements of high specialisation. A plant which is arranged for pro- 
duction of some speciality, for which after all there is not sufficient 
commercial excuse, becomes a very heavy clog on its possessor. The 
commercial limitations arc thus seen to be very serious and rigid, 
and to deal successfully w'ith them demands exceptional study and 
mature consideration of all possible contingencies. 
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D. Interdependence, Its Forms and Consequences 

151. TWO PERVASIVE AND CONNECTIVE INDUSTRIES* 

There are two sorts of industry which deserve particular atten- 
tion as unifying influences, viz., transport and finance. They are not 
fundamental, like mining and agriculture, but pervasive and connec- 
tive. Wherever any business is carried on, a constant conveyance 
of materials to the business, and of finished goods from the business, is 
involved; every act of buying and selling involves some act of con- 
veyance. The group of trades concerned with such conveyance 
must, therefore, occupy a place of peculiar prominence in the indus- 
trial system. Taken as a whole, they form an apparatus correspond- 
ing to the vasomotor system in an animal organism. In one sense, 
indeed, all physical work is movement of matter, and much of it forms 
part and parcel of every business operation. But in modern industrial 
societies transport in its special sense, the conveyance of persons, 
goods, and intelligence from one place to another, becomes a highly 
specialised and important work. The railway and the steamship 
find a place in almost every series of productive processes. They 
furnish the physic? 1 links that give efficiency and continuity to the 
whole movement. Any stoppage of a great railway or a great shipping 
service paralyses a whole industrial area; even cutting of telegraph- 
wires confuses and retards the whole working of industry. As industry 
becomes more complex, materials and labour are drawn from more dis- 
tant and more numerous places to take [)art in more delicate and 
complex processes of co-operation, and the commercial working of 
the system depends more and more upon ra})id and reliable informa- 
tion about their movements. For this reason transport is found in 
every civilised country to play a larger and more imposing part in 
industry^, absorbing an increasing proportion of capital and labour, 
and presenting the most critical problems of control. When, as is 
the case in many large countries, the railroad is the sole effective 
means of transport, it may wield a power over the life, prosperity, and 
industry of the population which is despotic unless the government 
intervenes. Every improvement of transport facilitates, every break- 
down of transport damages, simultaneously, all the industries con- 
cerned with the production of material wealth. 

Equally pervasive and more authoritative in its general control 
over all modern industry is finance. Under that term we include all 

* Taken by permission from J. A. Hobsod, Thf Science of Wealth, pp. 37-40. 
(Henry Holt & Co., 1911.) 
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business connected with the production, protection, and conve\^nce 
of money, or purchasing power, and the creation of and dealing in 
stocks, shares, and other negotiable securities. We saw tluit our 
science is concerned entirely with things tliat have a marketable 
value and with processes each act of which involves a purchase. So 
it is obvious that the industries concerned with the production and 
application of purchasing power are in their inlluence as critical and as 
pervasive as the work of physical transport. Tlie familiar saying, 
“Money makes the world go round,” is a popular testimony to the 
importance attaching to the sort of business enterprises whit h jirodute 
and regulate the supply of financial power. 'Die forces issuing from 
finance are operative everywhere throughout the industrial order. 
A great banking crisis ])aralyses all industrial activities as surely and 
even more completely than a breakdown in the railway system. 

152. THE BONDS OF HAR.MONY AND OF REPULSION 
AMON(i TRADL:S‘ 

a) The closest relations of common interest will evidently exist 
between trades which draw upon some single source of supply of raw 
materials or productive power. 

All trades whose chief material is wool or leather, or timber or 
steel, pulling at some common supjdy, must look closely after one 
another; anything wliich increases or rediues the common supi)ly 
affects them all alike, so far as there is community of interest; any- 
thing which gives one of them a better pull upon the suj)ply than the 
others affects these latter injuriously, so far as there is diversity of 
interest. The same evidently holds where a number of local manu- 
factures are dependent for coal or other source of power upon tlie same 
supply. Dependence on some subsidiary material or other trade 
accessory will set up a similar relation, important or trivial, according 
to the part played by such material in the respective trades. 'I'he 
recent condition of the “rubber” market is a striking example of the 
influence of an important trade accessory acting upon a large number 
of different trades. 

b) Trades that are complementary or subsidiary to one another in 
some direct way are, as we have seen, in closest harmony. The coal 
and iron trades are the largest, most obvious instance, but every art 

* Taken by permission from J. A. Hobson, The Industrial System, pp. 28-31 
(Longmans, Green, & Co., 1909), and The Science of Wealth, p. 41 (Henry Holt 

& Ca, 19x1). 
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of production of course throws a number of trades into similar depend- 
ency on one another. Whenever a number of materials must be put 
together to make a commodity, such direct community of interest is 
established among the trades that handle each material. Such are 
the relations between the fruit-growing and the sugar-refining trades, 
between the wine-growing and the bottle-making trades, between 
the numerous trades which go to feed with materials the building 
trade. 

It is, of course, very uncommon for these complementary trades to 
be entirely dependent upon one another: the bottle-making trade i-> 
related also to the brewing and the fruit trades, sugar-relining also 
to the confectionery and the mineral-water trade, and so forth, but 
the trades which prepare the various ingredients for any important 
commodity are evidently kept in close harmony with one another. 

c) Where two sorts of material or two sets of processes arc alterna- 
tives for production, a keen anlagonism exists between them. Here 
we first come across the relation known as substitution, which plays so 
impoilant a part in induslrial progress. 

Bedsteads are made of wood or steel, so are many other articles 
of furniture or fitu'ngs; sugar may be made from cane or beet; cotton, 
linen, wool, arc alternatives for many kinds of dress or other fabrics, 
electricity, gas, oil, steam, are comj)eting against one another as 
sources of industrial, locomotive, or domestic cnerg}n Just here we are 
not concerned with the choice between ditlcrcnt sorts of goods which 
satisfy the .same want, but with the choice exercised by produceis 
between dilTerent materials and proces.ses which can be substituted 
for one another in some business proce.ss. The choice excreted 
by the consumer has generally some influence in the selection of 
material or method of production, as, for instance, in determining the 
alternative use of wood, vulcanite, amber, in making pipe-stems, but 
for the present purposes we may se])aiate the interaction of producer 
and consumer, and distinguish substitution as a force which antago- 
nises various trades that compete by offeiing some alternative mate- 
rial to manufacturers. 

But as the law of substitution opens out, we get glimpses of a wider, 
more general sympathy and opposition between trades. The pro- 
ductive energ>^ of man, directly operative through labour, indirectly 
through cajutal, is within certain limits free to choose among all the 
various channels of industry: they are all open to him as alternative 
occupations. So there is a more universal sympathy and opDO‘^itinn 
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between all trades than any yet named, due to the faU that they 
draw the very breath of life from common souues. Fre''h streams 
of capital and labour continually enter industry to maintain, invig- 
orate, and enlarge its structuie and its \ital energy. In its first 
emergence, as productive eneigy a\ailable for use, this fresh supiily 
of capital and of labour power, the new uoj) of young labourers and 
of new savings, is, in a “free” country, at liberty to apply itself to any 
special sort of industry, and all trades must draw for their needs upon 
this common and constant supply. They have, therefore, a suprenu’ 
common interest in the size, (piality, and ieliabilit\' of this supply, 
and in the terms upon which it is pnx uiable. So e\er\ cause atfei ting 
the volume, the Iluidity, and the elfKieiuy of the new capital and 
labour in a community will atTect all the seveial tr.ides As we 
examine the working of the industrial s\'siem in more detail, we shall 
see that many barriers block or impe<ie the fiee flow alike of labour 
and of capital. Put so far as labour and capital have lilauty to enter 
different trades, or to transfer themseU'CS from one employment 
to another, tliey must be regarded as forming (,ominon funds of 
industrial energy, j)ulsing through tlie whole framework c)f industry as 
the blood courses through the vaiioiis organs and*cells of the body, 
giving organic, unity to the entire system. 

But trades are connettcal, not only tlirough common interests in 
processes of production, but through changes in methods of c'onsump- 
tion. The “standard of comfort” of different classes is constantly 
changing: every rise or fall of wages alters the proportion of woi king- 
class incomes spent on ditfcacuit commodities, and so directly stimu- 
lates or depresses groups of trades, the gieat change from the rural to 
city life has revolutionised the expenditure ol large masses of our po})u- 
lation; new articles of consumption, or the cluxipetiitig of old articles 
which brings them in reach of poorer classes, cieate or stimulate new 
tastes which not merely absorb new increments of income, but displace 
older articles of consum[)tion. Taste, fashion, and caprice constantly 
exert a larger influence on the expenditure of larger sections of the 
public. Every article of a man’s consumption is in a sense comi)cting 
with every^ otlier article for a larger share in his expenditure. 

Any change in standards of consumption brings other changes by 
reason of affinity; a man who takes to drink not only spends more on 
beer, but often more on tobacco, sport, and betting, while a man who 
gives up beer and stays at horne is likely to spend more, not only on 
tea, but on reading and quiet recreations. 
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The rapid spread of the taste for cycling which followed tlie 
invention of the safety bicycle, besides its direct competitive effect 
upon the use of riding horses and the carriage trade, had a large 
number of clearly traced subsidiary effects, reducing the sale of cheap 
pianos and jewellery, damaging the book trades, altering the nature of 
clothing trades, stimulating the sale of non-alcoholic drinks, and 
reviving the country inns. Nor are these inffuenccs confined to 
changes of material consumption. The increased demand for educa- 
tion in England, by its excessive strain upon the intellectual machin- 
ery of the nation, not only stimulates the teaching, the printing, and 
paper-making trades; it causes immense expenditure of English money 
upon Swiss holidays, and helps to revolutionise the economic structure 
of that country. 

Thus the growth of harmonious and confficting desires of con- 
sumers weaves the closest and most intricate network of relations 
between all the various productive processes of the industrial world. 

As we recognise the fineness of these relations, we come uncon- 
sciously to shift the metaphors we use, and to regard industiy^ less 
as a stream or a machine and more as a live organism witli something 
like a common llovV of blood, a common system of nerves, and an 
organic co-ordination of parts resting upon a complexity of business 
cells. None of thes(i metaphors is strictly a])plical)le: industry is 
neither river, machine, nor organism, but there are many points in 
which the last term gives the most correct impression. If we could 
follow out far enough the tics between businesses and trades and 
trade-groups in what wc call the industrial world, we should find 
a sort of common connective tissue running throughout, thinner 
and coarser in some parts, stouter and liner in others, but binding the 
whole set of industrial operations so closely together that any touch 
bestowed at any point may be communicated to the most distant 
parts. 


153. INTERDEPENDENCE OF PRICES^ 

I. The prices of consumers' commodities . — ^The prices which retail 
merchants charge for consumers’ commodities afford the best starting- 
point for a survey of this system. These prices are loosely connected 
with each other; for an advance in the price of any commodity usually 
creates an increased demand for other commodities which can be 

‘Adapted by permission from W. C. Mit;chell, Business Cycles, pp. 27-31. 
(University of California Press, 1913. Author's copyright.) 
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bought as substitutes in certain if not all of its uses, and thus creates 
business conditions which favor an advance in the prices of these 
substitutes. 

But retail prices are more clo'^ely related to the prices for tiie 
same goods which shoi)keepers pay to wholesale merchants, and the 
latter to manufacturers. There is wide diversity in the margins 
between the successive prices in the series. These margins are 
usually wider in retail than in wholesale trade; wider on goods limited 
in sale, perishable, requiring a large assortment for selectiim, subject 
to changes in fashion or in season, than on durable s(aj>les; wider 
when (he manufacturer sells directly to the consumer than when 
wholesale and retail merchants intervene; wider when a monopolist 
can fix {mices in his own favor than under conditions of keen compe- 
tition, etc. But these diversities are themselves measurably regular. 

2. The prices of producers' ^oods in relation to the prices of con- 
sumers' commodities . — To merchants the prices paid for all produ- 
cers' goods are important factors in fixing the margins between the 
buying and selling prices of the consumers’ goods in which they deal. 
But, save in the case of trans})ortation and certain kinds of labor, it 
is difficult to connect directly the prices whi< h figure as costs with 
tlic margins u[)on which particular commodities change hands. For 
the cost prices of the other producers’ goods are usually paid for the 
pecuniary advantage of the enterprise as a whole, and the accruing 
benefits extend to many transactions and often cover a long time. 
The like is true of manufacturers, 

3, The prices of producers' goods in relation to antecedent prices . — 
With the exception of labor, producers’ goods are provided, like 
consumers’ goods, chiefly by business enterprises operating on the 
basis of margins between buying and selling prices. Hence the 
price for any given producers’ goods is related not only to the prices of 
the consumers’ goods in the manufacture or distribution of which it is 
used, but also to the prices of the various other producers’ goods 
employed in its own manufacture and distribution. Thus the prices 
of producers’ goods do not form the ends of the series of price relation- 
ships, but the beginnings of new series of relationships which run 
backward with countless ramifications and never reach definite 
stopping-points. Even the prices of raw materials in the hands 
of the ultimate producers are related intimately to the prices of the 
labor, current supplies, machinery, buildings, land, loans, leases, etc., 
which the farmers, miners, lumbermen, etc., employ. 
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Concerning the prices of such producers’ goods as consist of 
material commodities no more need be said. And most of the less 
tangible services — loans, transportation, insurance — require but a 
word. They are the subjects of an organized business traffic in which 
price margins are computed on the same general principles as prevail 
in the buying and selling of commodities. 'Therefore, the prices 
charged by the bank, the railway, and the insurance conqiany are 
systematically related both to the prices which these enterprises must 
pay for their own producers’ goods and to the prices of the wares 
dealt in by the enterjirises which borrow money, ship goods, and 
carry insurance. 

The price of labor may seem to bring the scries to a definite 
stop, at least at one point. For, in most cases, the laborer or his union 
deals directly with the employer or his association, and the laborer 
docs not have a business attitude toward the production of his own 
energy. But the price which the laborer can command is indubitably 
connected with the prices of the consumeis’ goods which established 
habit has made into a standard of li\ing. At this ])oint, therefore, 
analysis of the interielations between prices brings us, not to a full 
stop, but back to V)ur starting-point — the prices of consumers’ com- 
modities. 

4. The prices of business enterprises . — Besides the prices of con- 
sumers’ commodities, of raw materials, and of other producers’ 
goods, we must take account of the prices of business enterprises them- 
selves. Occasionally established business enter[)rises are .sold out- 
right as running concerns. Promoters are also constantly otTering 
new business schemes or reorganizations of old enterprises for sale. 
But the most important transactions of this class are stock-exchange 
dealings in the shares of joint-stock companies. That the prices 
of whole business enterprises or of shares in them are intimately 
related to the prices which have been discu.s.sed is clear; for these 
prices depend primarily upon present and j)rospective profits, and 
profits depend primarily upon price-margins and the volume of 
business transacted. 

5. The prices of services to persons . — There remains one other 
division of the system of prices —a division which has much in com- 
mon with the prices of consumers’ goods on the one hand and with the 
prices of labor as a business adjunct on the other hand. It consists 
of the heterogeneous services rendered to persons as such — not to 
business enterprises. Here belong the prices of domestic service, 
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medical attendance, much instruction, many forms of amusement, 
etc. The furnishing of such services presents a certain contrast to 
the business tradic in consumeis’ goods, materials, macliinery, loans, 
transpoilation, etc. For s\stematic organiAition has not been 
developed to so high a i)oiiU, business motives do not iuivc such 
unrestricted scope, and the waics are not standaidi/.eil in ecpial 
measure. 

6. The iiilcrreUilions between puces. -The value of this classi- 
fication of jirices is that it assists in seeing the relations whiih bind 
all prices together and make of them a sv^tem. 'The ilose iel.it ions 
between the tiiices of consumeis’ commodities, mateii.ils, busiiu'ss 
adjuncts of all kinds, and of business enlerpiises arc .sulhc ientl\' dear, 
and enough has been said about the looser lionds whiili unite the 
[iriccs of services to persons with the larger field of business tiaOic. 
Jiut several other lines of relationship should be indicated more 
definitely. 

(1) On the side of demand almost every puxhners’ or consumers’ 
goods has its possible substitutes in certain or in all uses, d'hiough the 
(ontinual shifting of demand changes in the price of one commodity 
are often communicated to tlie prices of its sub^itutes, fiom the 
latter to the prices of their substitutes, and so on. An initial 
change, however, usually becomes smaller as it sjiieads out in these 
widening circles. 

(2) Similaily, on the side of siijiply, almost every good has genetic 
relationships with other goods, made of the s.aim* mateiials, or sup- 
plied by the .same .set of enterpiises Along these lines also price- 
changes may spread over a wide field. Ikirtiailarly imjxirtant 
because particularly wide are the genetic relalionshijis based upon 
the use of the same producers’ goods in many lines of trade, bloating 
catdtal most of all, in somewhat less degree tianspoitation and certain 
general foims ol labor, current supi)lies, machinery and plant, not to 
mention the less important insuiancc and adveitising, enter into the 
cost of most commodities. Accoidingly, a changed price established 
for one of these common producers’ goods in any important use may 
extend to a great diversity of other uses and produce further price 
disturbances without assignable limits. 

(3) Closely connected with this genetic relationship through 
common producers’ goods is the relationship through business com- 
petition, both actual and potential. In so far as effective competition 
exists, a state of price-margins v^hich makes any one trade decidedly 
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more or less profitable than other trades in the same market area 
cannot long maintain itself. For sooner or later the influx or efflux of 
capital so changes the supply of the commodities concerned as to 
restore a balance on the basis of cost prices. 

(4) Present prices are affected by prices of the recent past and 
the anticipated prices of the near future. Indeed, present prices are 
largely determined by past bargains, which established time con- 
tracts. Thus the price system has no definable limits in time. No 
analysis can get back to the ultimate term in the endless series of 
bargains which helped to make the prices of the present. 

(5) Nor has tlie system of prices any logical beginning or end. At 
whatever point analysis may start to follow the interlocking links, to 
that point will analysis come again if it proceeds far enough. The 
foregoing analysis, for example, began with the prices of consumers’ 
goods at retail. These prices are paid out of personal incomes. 
But these incomes are tliemselves aggregates of prices received for 
labor, for the use of loan funds, or for the use of rented property; 
or they are aggregates of the net price-margins which yield profits 
Thus the system of prices is an endless chain. 

r 

154. THE CROPS IN RELATION TO INDUSTRY' 

One can easily discern four or five important ways in which 
general business conditions are likely to be affected by the success or 
failure of the crops. 

I. In the first place, the size of the crops exerts considerable in- 
fluence over the community’s power to purchase other goods. If tlie 
season has been successful, the farmer is almost sure to increase his 
expenditures, and use at least a part of his new earnings. He may 
build an addition to his house or erect a new barn, or he may purchase 
a piano or a new buggy or new house furnishings or new clothes for 
himself and his family. Even if he does not use all of the additions to 
his income himself, but deposits some of tliem in the bank, tliey will 
none the less help to swell the market for other goods in the hands 
of other customers of the bank. If, further, on account of a plentiful 
harvest die prices of food and of certain sorts of clothing are reduced, 
another result to be expected is that people in general outside of 
agricultural pursuits will have more to spend upon other things. A 

‘Adapted by permission from A. P. Andrew, “Influence of Crops upon 
Business in America,” Quarterly Journal of Ecotwmics, XX (1905-6), 324-29. 
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bountiful harvest is thus significant for almost all of the occupalions 
in a community. 

2. In the second place, tlie very solvency of a large part of the 
agricultural population, and of those connected by business relations 
with them, depends to a considerable degree upon the outcome of the 
year’s harvest. Whether or not the farmer will be able to repay loans 
which he has contracted, whether or not he will be able to settle his 
bills with tradesmen and dealers, and whether or not he can pay for 
his agricultural machinery and farm improvements, will in many 
cases be decided by the size of the crop. A failure in agriculture 
may be propagated into other fields, and bankrii{)tcies among bankeis, 
dealers, and manufacturers may ensue. If the harvest on the other 
hand is good, and can be marketed at profitable pi ices, the cajiital of 
the affiliated creditors will once more be set free and made ready for 
new activities. 

3. In the third place, in a country where agricultural products 
form an important factor in the foreign commerce, the size of the 
crops will exert a considerable inlluence upon the balance of trade 
and the international movement of gold. The extent of the bank 
reserves in the great financial centers and the contfaction or exjian- 
sion of general credit may in consequence depend most importantly 
upon the output of tlie season’s harvests. 

4. Again, the size of such crops as are not consumed in tlie locality 
of their production is of great significance for the transportation 
interests. One has only to observe the fluctuations in railway earn- 
ings month by month during the course of any normal year to realize 
how important a factor the harvests are in railway affairs. 

5. Finally, the success or failure of certain crops is also of sig- 
nificance for those industries into which the crop enters as a raw 
material. A failure of the wheat crop will obviously depress the 
milling industry, and a failure of the cotton crop will curtail the earn- 
ings of the cotton factories, not only those in the vicinity of tlie cotton- 
growing states, but those in New or old England as well. A failure 
of the corn crop similarly will diminish the profits of cattle raising, 
may work injury to the packing interests, and to some extent may 
affect also the distillers of whiskey. 

At the same time there are, needless to say, other factors than 
the output of our farms which may affect our prosperity, and whose 
influence may quite outweigh the influence of our harvests. 



414 


INDUSTRIAL SOCIETY 


155. THE \VORI.D’S FOOD SUPPLY' 

One of tlie most momentous results of the recent ^rcat extension 
and clicaj)ening of tlic world’s railway system and serx ice is that there 
is no longer any occasion for the peo})le of any country indulging in 
either excessive hopes or fears as to the results of any particular 
harvest, inasmuch as the failnre of crops in any one countr)' is no 
longer identical witJi high prices of grain, the pi ices of cereals being 
at present regulated, not within any j)articular country, but by the 
combined production and consumption of all countries made mutually 
accessible by railroads and steamships. As a matter of fact, indeed, 
the granaries for no small portion of the surplus stock of the world’s 
cereals arc at the present time shi})s and railroad-cais in the process 
of movement to the points of greatest demand for consumption. 
Hence it is that, since 1870, years of locally bad crops in Europe 
have generally witnessed considerably lower prices tlian years when 
the local crops were good, and there was a local surplus for 
export. 

How much of miser}' and starvation a locally deficient harvest 
entailed under the old system upon the pooier classes, through the 
absence of opportunity of supplying the deticiency through importa- 
tions from other countries and even from contiguous districts, is 
shown by tlie circumstance that in the hhiglidi Parliamentary debates 
upon tlie corn laws, about the year 1840, it was estimated upon data 
furnished by IHr. d ooke, in his History of Prices, that a deficiency 
of one-sixth in the English harvest resulted m a rise of at least 100 ]3cr 
cent in tiic price of grain; and another estimate by Davenant and 
King, for tire close of the seventeenth century, corroborates this 
apparently excessive statement. 

The following table, given on German authority, and representing 
the price (in silver gulden per hectolitre) of grain for various periocK, 
exhibits a like j)rogress of price equalization between nations: 


Period 

England 

France 

Belgium 

Prussia 

1821- 1830 

10 2$ 

7 35 

6 44 

5 6s 

1831- 1840 

9 Oo 

7 61 

7 31 

5 27 

1841-1850 

9 ^5 

7 89 

7 99 

6 41 

1S51-1860 

9 40 

7.84 

9 65 

8 07 

1861-1870 

8 80 

8 59 

9 24 

7 79 


' Adapted by permission from D. A. \Ve)ls, Recent Economic Changes, pp. 45-4?- 
(D. Appleton & Co,, 1896.) 
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During the eleven montlis of 1S88, ending November 30, Great 
Britain imported a little more than si\ly-sevc‘n million hundred- 
weight of wheat and Hour. In the corresponding elc\’en months of 
1887 the foreign supply was practically the s;ime. 'Ehere was, how- 
ever, a very great change in the sources of suj)])ly. 'riuis, in 1887, 
North and South America furnished forty nine million hundred- 
weight out of the sixty-seven million hundre<lweight that Great 
Britain required; but in 1888 the harvest of Ameiiui w.is conqiara- 
tively meager and supplied Great Britain with but twenty-nine 
million hundredweight, Iea\ing a deticiency of twenty millions to be 
obtained from otlier sources. 

156. THE SKNSITIVKM SS OF INDUSTRIAL SOCIETY 

Our pecuniarily organized, interdependent society is naturallv 
enough a sensitive society, sensitive both to demand and to 
shock. 

Almost any organization of society would be sensitive in ^onie 
degree to demand. In a socialistic society, for example, it to be 
expected that de^ires and demands would change from time to time 
and that tiie industrial structure would be altered to meet the new 
situation. How quickly the structure w'ould be altered is another 
matter. It is not [irobalile that it would be altered as cpiickly as it is 
in our present society. In a society organized on the gam basis 
bribes (sometimes of tremendous size) are continually awaiting the 
early comers in any readjustment, and punishments (sometimes of 
tremendous size) are continually awaiting the laggards. Indeed, 
desire for gain even causes us to stimulate new demands. 

Any interdependent society will be sensitive to shock — this by 
hypothesis. If the society is interdependent, one section cannot 
be indifferent to the events occurring in another section. Of course, 
different societies would be sensitive to shock in v.iiying degrees. In 
general terms, an interdependent society organized on a pecuniary 
basis is probably more sensitive to shock than would be a socialistic 
society. The gain structure transmits the shock at a speed com- 
parable to the speed involved in the reactions (ff the nervous system. 
Even more, in our society the shock may very well grow in the process 
of transmission. The failure of a small business unit may well cause 
the failure of a larger one, amj this of one still larger, and so on more 
or less indefinitely. It is probable that shock could be more readily 
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confined to a relatively small territory in a socialistic community 
than is the case today. 

In all of the foregoing there is, or should be, no implication of 
judgment being passed. There are many respects in which it is for- 
tunate and many respects in which it is unfortunate that our society 
is exceedingly sensitive both to demand and to shock. For our present 
purpose the essential need is to see that our society is sensitive and 
to realize that if we desire to retain the gains of a society organized 
in such a way as to bring about this sensitiveness we must be alert to 
cope with the disadvantages. This, of course, we are trying to do. 
A long catalogue might readily be made of our activities in striving 
to overcome these disadvantages. It is perhaps sufficient to mention 
in this connection the formation of the federal reserve system in our 
banking operations. 

See also 185. The Delicate Mechanism of Industry. 



CHAPTER VII 


My\CHINE INDUSTRY— AN EXPRESSION OF THE NEW 
TECHNOLOGY 

A. Problems at Issue 

Since the time of tlie industrial revolution our private-cxchangc- 
co-operative-specialized-interdependent-pecuniary society has become 
more and more one which makes use of tec hnology. The seventeenth 
and eighteenth centuries laid the foundation for this situation in the 
rapid development of mathematics and chemistry. Later, physics 
and biology contributed their share. The contributions of all these 
sciences reached their culmination, from the point of view of our 
present interest, in the j)owcr machinery which came in with the 
industrial revolution, in the schools of technology which began to 
spring up to meet the pressure of the market on production in the 
middle of the nineteenth century, and then in *the great scientific 
researches and their applications to industry which have characterized 
the last half of the nineteenth and the beginning of the twentieth 
century. Today science is the handmaiden of industry. 

Machine industry furnishes one good illustration or expression 
of this new technology. It is very different from the craft-tool 
regime which preceded it— different both in the character of its 
processes and in the character of its contribution to human 
well-being. 

Of the wide range of subjects which might be taken to illustrate 
or develop this difference between machine industry and its pred- 
ecessor, attention is directed in this chapter to three main con- 
siderations. The first of these is introductory in character and has 
to do with the explanation of what the machine is and what its 
functions are in the struggle of man to gratify his wants. The 
second has to do with certain characteristics of the machine process 
as a process. No matter whether machine industry be conducted 
under our present organization of society or under the organization 
proposed by the communist or the socialist, certain outstanding 
facts concerning machine operations and their effect upon human 
beings would remain the same. There would be machine industry 

417 
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problems under any organization of society. No “ism” will ever 
enable us to escape them. 

The third of these considerations centers around the problem of 
indirect costs and the difficulties connected with the social control 
of industries in which indirect costs are a large part of the total costs. 
True, machine industry is not exclusively responsible for the fact that 
indirect costs are characteristically a large part of the total costs of 
business today. But while it is not exclusively responsible it is 
largely responsible, both immediately and mediately. Immediately, 
the large cost of the machine and of its appropriate surroundings 
furnishes a burden of overhead costs. Mediately, the presence of the 
machine sets in motion other factors and forces which add their share 
to the overhead burden. 

The presence of indirect costs in modern industry is not, however, 
our prime concern. Primarily we are concerned with knowing the 
consequences of this presence. Perhaps no person living today can 
realize the full significance of these consequences. We may, however, 
approach the subject by observing some of the consequences con- 
nected with the social control of machine industry in the interests of 
the fuller service df society. This is, of course, not exclusively a 
machine industry topic. It is connected with all the other phases of 
our society, particularly with its pecuniary organization. Whether 
for better or worse, industry is conducted for gain today. Social 
control is needed lest the individual gain in ways harmful to society. 
To control wisely means to know. To know is difficult in a new, 
complex, rapidly changing situation. How can we control the genie ? 

As will appear, it is permissible to speak of the industries which 
preceded the industrial revolution as “simple” industries and of the 
industries of today as “ complex ” industries. This classification helps 
us to appreciate some of the difficulties connected with social control 
of industrial matters today, for, in itself, a complex situation is difficult 
to cope with. Then, too, during the many generations of simple 
industry certain attitudes of mind developed — certain slogans, 
maxims, watchwords, and theories. These, reasonably well adapted 
to simple industry, have by social inheritance come down to us, and 
we try to apply them to complex industry with more or less disastrous 
consequences. Since the reign of the machine — the new technology — 
has been too brief for us to have developed new attitudes of mind — 
indeed, even expert students are often at a loss to know what new 
attitudes should be developed — it follows that for some time to come 



MACHINE INDUSTRY 


419 


we are likely to be in a state of uncertainty and bewilderment with 
respect to many matters of social control. Our old mental landmarks 
have been swept away, but we have not yet learned what ones may 
safely be set up iii their place. 

One illustration will sufiice. Under simple industry there grew 
up a faith in “free’' com})ctition as an eOitient organizing force for 
industrial society. Free competition involves, among other things, 
adequate know ledge of the essential facts by all inteiesled parties, and 
mobility with respect to productive forces. Under simple industry 
these conditions obtained. Men could ascertain essential facts, 
furthermore, it was easy to abandon an un|)roiiiabIc line of activity 
and easy to take u]) a new one. Under complex industry, however, 
adequate know'ledge and mobility of productive forces arc not readily 
secured; consec;uently the conditions w'hich would render competition 
efficient as a universal regulator no longer obtain in large sei lions of 
industry. None the less there still rests firmly in the minds of the 
general public, and, as a result, in the minds of most of our legislators, 
the conviction that competition is under all circumstances “the life 
of trade.” Accordingly, much of our legislation (witness the Inter- 
state Commerce Act and almost all of our trust legislation) proceeds 
calmly on the assumption that most matters may wisely be left to 
“free” competition. It is, of course, true that comi)ctition still has 
very important functions and possibly an increasing range of functions 
to perform in our industrial society. Little is gained, however, by 
attempting to apply eighteenth-century philosophy concerning 
competition to twentieth-century conditions. 

What is true concerning our mental attitude toward competition 
is equally true in many other lields. Ajiparcntly it will be many 
generations before wt shall have developed scienlilic knowledge and 
public information comjietent to cope wdth the problems of control 
raised by the presence of indirect costs, but at least we may begin. 

QUESTIONS 

1. “The new technology.” What does this expression mean ? 

2. “Roundabout methods lead to greater results than direct methods.” 
Just w'hy ? 

3. “Roundabout production is not merely usually a better way. In the 
case of certain goods it is the only way.” Illustrate. 

4. “The machine is a tool plus ” Plus what? 

5. “Capital may be classified as (a) active, such as, engines, tools, and 
factories, and (b) passive, such as raw cotton, pig iron, and lumber.” 
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What, in generalized terms, is the function in production of active 
capital ? of passive capital ? 

6. “The machine has lengthened the time of the productive process.” 
Is this true? Reflect upon how rapidly the machine turns out goods. 
Is this what is referred to in the quotation when it speaks of “the time 
of production” ? 

7. If the machine really has lengthened the time of the productive 
process, what are the consequences? Has it made industry more 
speculative ? 

8. “The machine has widened the market.” How? 

9. “The rapid expansion of the railway net in the United States opened 
up a great market and this made machine production possible.” Is a 
large market a prerequisite of machine production ? 

10. “Standardization is the magic word which reveals the circumstances 
under which an industry lends itself readily to machine methods.” 
What does this mean ? Standardization of what ? 

11. Can machine production be used in making goods of fashion ? artistic 
goods ? 

12. One of the selections shows why England led in machine industry. It is 
generally said that the United States is a great machine-using nation 
What causes can you give for this situation ? Are they the same causes 
which enabled' England to assume leadership in machine industry at 
the earlier period ? 

13. The agricultural revolution of the eighteenth century greatly facilitated 
the coming in of machine industry in England. Just how ? Why did 
not the earlier agricultural revolution cause a coming in of machine 
industry? 

14. Just why is the rhythm of machinery of significance ? 

15. “The machine has caused business relations to become more imper- 
sonal.” Contrast relations under the tool regime with those under 
modern industrialism. 

16. Make a list of the new strains in industry due to (a) the machine process, 
(b) harmful instances of the control of this process for purposes of 
individual gain. Note the necessity of difl'erentiating (a) and (6). 
Would machinery roar and have rhythm under socialism? Differ- 
entiate between machine industry under capitalism, and machine 
industry under socialism. 

17. “The significant thing about the coming in of machinery is that it 
meant a transfer of thought, skill, and intelligence.” What does this 
mean ? What has been the effect of this transfer upon (fl) apprentice- 
ship, (b) competition among workers, {c) the bargaining relation 
between employer and employee, (d) the development of large-scale 
production, (e) the development of impersonal relations, (/) the 
development of working-class solidarity? 
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t 8. Can you cite any illustrations of the transfer of thought, skill, and 
intelligence to management ? 

ig. What is the relation of machinery to large-scale production ? 

20. Draw up a statement of the elTect of the madiine upon the laborers 
who work in machine industries, u[H)n other l.ilH>rers. 

21. One writer says that machine methods have profoundly inlhienccd our 
mental outlook. How could this be tiue? Have these methods had 
sufficient time or have they covered a sufficient proportion of our human 
activities to have had a profound inllueiRe of this .sort ? 

22 “Wc talk of niacliine industry having revolutionized society. It is 
power machinery vshich has done so, and thus power and not inaLliinery 
is the matter which should have our attention.'' Is this true ? 

23 Explain w'hat is meant by direct cost, indirect cost, prime tost, su[)ple- 
mentary cost, overhead, constant cost, variable cost, burden. 

2.p If a railroad between New Yoik and Chicago is already in existemc and 
trains arc running, what lu/dul cost would the railroad incur if it liauKsl 
a five-pound box from Chic.igo to New York ? 

25. Would it be good business [)olity for llie road to haul sudi a box at a 
rate only a little in excess of this athled tost if it could get no more for 
the service? Would it be good policy to haul all traffic at sin h 
rates ? 

26. A package of goods is shipped from London to Chic^ago 'i'hc freight 
charges are. for the ocean transportation from lajiidon to New York, 
$2, and for the railroad transpoitation from Newv York to (ffiicago, $1, 
But the consignee pays 50 cents for cartage in New Y'ork and tents 
for delivery in Chicago, and gives 25 cents to the [lorter who carries the 
package upstaiis at the destination. VVffiy is it necessary to pay nearly 
a third of the total expense for carrying the goods a thousandth jiart 
of the total distance ? 

27. The efficiency of modern lailroad transportation is attested by the 
example of a certain American railroad which is said to haul freight 
at an average cost of one mill [)er ton-mile. Should you regard it as 
worth your while to carry a ton of goods a mile for a tenth of a cent ? 
How is the railroad able to do it ? 

28. Before the Erie Canal was constructed, the hauling of a ton of wheat 
over the roads from Buffalo to New York cost $100. As facilities for 
transportation improved, it was found that a horse could draw’ on a 
turnpike three times the load and in a canal-boat twenty five times the 
load he could draw on ordinary earth roads. Today steam transporta- 
tion permits the profitable shipment of w'heat from the Far West to 
Liverpool. Why do earth roads and horse-drawn canal-boats continue 
to be used ? 

29. Suppose empty cars were being hauled in a certain direction. Would 
a railroad be justified in offering to haul traffic in that direction at very 
15 
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low rates? If so, under what circumstances? If not, why not? 
Would your answer be the same fiom a social point of view as from the 
point of view of railroad management ? 

30 “In industries where the indirect cost is a large proportion of the total 
cost, it flays to take business at a price which is below total cost pro- 
vided that price is above prime cost/’ Kxfilain why. 

Can you think of any circumstances under which it would be wise (a) 
from the railroad’s point of view, (b) from (he .vioal point of view, for a 
railroad to charge less than direct cost ? 

3 ^ y 2 

y is an inland town on a railroad connecting x and z ddie rate from 
X to z is “compelled ’’ by water competition to be S3 per cwt. The local 
rate from z to y is 50 cents. The road charges S3 50 from x to y 
When complaint is made to the Interstate Commeice Commission, the 
railroad alleges that the rate of $3 Irom x to z benefits ratlier than harms 
y, even though the rate from x to y, a shorter distaiu e. is higher. Ifou 
can this be urged ? 

33. An American manufacturer of a certain commodity could sell it in 
England if he quoted a price of S18 [)cr ton in The market 

m the United Slates was such as to enable him to get He con- 
tended that charging $18 (which included freight charges, etc.) in 
England actually benefited the American consumer How could he 
argue this ? 

34 When we si)eak of industry in 1750 as having been “simple” and of 
industry today as being “complex,” what do we mean ? What are the 
comjioncnt elements of this simplicity or complexity ? 

35. “'I'he machine is not responsible for all the overhead costs in industry.” 
Is this true? If it is, what other factors share the responsibility? 
Would these factors have been present if we had not had machine 
industry ? 

36 “Indirect cost is the father of cut-throat competition.” What does 
this mean ? 

37. Why does the competition of railroads so often force them into receiver- 
ships and reorganizations? 

38. Are the economic problems of the railroad business essentially dilTerent 
from the problems of any modern industry in which indirect costs make 
up a large part of total cost ? 

3Q. “The formation of trusts was inevitable. The iiecuniary organization 
of society with its financial machinery, especially the cor[)oration, made 
possible the assembling of large masses of capital 'The expansion of 
markets and machine industry made such assembling w'ise. The 
pressure of indirect costs made competition intolerable at the same time 
that it rendered industry complex and thus not easily regulated by 
unfettered competition. The desire for monoDoIv orofits and other 
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forms of individual gains were the matches which set the powder off.” 
Do you agree ? Explain the “why” of each statement with which you 
do agree. 

40. The apportionment of productive energy is worked out through the 
agency of prices and margins of profits. Wliat is the bearing of indirect 
cost upon efficient apportionment ? 

41 “It is of vital importance that the regulation of our public utilities sliall 
be sane. We must have a proper pro(>ortion of our productive energy 
in such services ” What bearing has indirect to.st u[>on case of securing 
wise regulation ? 

42. “Cost accounting is merely a device which man is developing to enable 
him to understand and control complex industry.” Is this true? 
Can it really help us either to understand or to control ? Should an 
accountant be primarily a mathematician, or an economist, or a mechan- 
ical engineer ? Why ? 

43. What bearing, if any, has accounting upon the regulation of public 
utilities ? 

44. Draw up a list of the consequences (a) to society, (b) to the business 
manager, of the rise of indirect costs. 

45. Make a list of non-scrviceable aspects of machine industry. Precisely 
why is it difficult to secure adequate social control ^n the case? Is il 
because the adjustment of problems is so deluale that the inevitably 
somewhat clumsy machinery of control works poorly? Is it because 
we do not know enough to control wisely ? If the latter, what explana- 
tions can you give for our lack of knowledge ? 

46. Try to state the relationship of machine industry to (a) siieciahzation, 
(b) money economy, (c) capitalism, (d) inteide[)endencc, (c) the forma- 
tion of classes, (/) speculative markets. 

47. Would a socialistic state make use of machinery? If so, would 
they have problems of social control ? What is their scheme of 
control ? 

48. “Machine industry has been tried— abundantly tried— and has been 
found wanting.” Why or why not ? 

B. The Rdle of the Machine 

157. THE SERVICES OF THE NEW TECHNOLOGY' 

A peasant requires drinking water. The spring is some distance 
from his house. There are vaiious ways in which he may supply his 
daily wants. First, he may go to the spring each time he is thirsty, 
and drink out of his hollowed hand. This is the most direct way, 

* Adapted by permission from Lagen von Bohm-Bawerk, The Positive Theory 
of Capitol, pp. 18-22. (Macmillan and Co., Ltd., 1891.) 
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satisfaction follows immediately upon exertion. But it is an incon- 
venient way, for our peasant has to take his way to the well as often 
as he is thirsty. And it is an insufficient way, for he can never col- 
lect and store any great quantity such as he requires for various other 
purposes. Second, he may take a log of wood, hollow it out into a 
kind of pail, and carry his day’s supply from the spring to his cottage. 
The advantage is obvious, but it necessitates a roundabout way of 
considerable length. The man must spend, perhaps, a day in cutting 
out the pail; before doing so he must have felled a tree in the forest; 
to do this, again, he must have made an axe, and so on. But there is 
still a third way; instead of felling one tree he fells a number of trees, 
splits and hollows them, lays them end to end, and so constructs a 
runnel or rhone which brings a full head of water to his cottage. 
Here, obviously, between the expenditure of the labour and the 
obtaining of the water we have a very roundabout way, but then the 
result is ever so much greater. Our peasant needs no longer take his 
weary way from house to well with the heavy pail on his shoulder, 
and yet he has a constant and full supply of the freshest water at his 
very door. 

Another example. I require stone for building a house. There is 
a rich vein of excellent sandstone in a neighboring hill. How is it to be 
got out? First, I may work the loose stones back and forward with 
my bare fingers, and break off what can be broken off. This is the 
most direct, but also the least productive way. Second, I may take 
a piece of iron, make a hammer and chisel out of it, and use them on 
the hard stone— a roundabout way, which, of course, leads to a very 
much better result than the former. Third method : having a hammer 
and chisel, I use them to drill a hole in the rock; next I turn my 
attention to procuring charcoal, sulphur, and nitre, and mixing them 
in a powder, then I pour the powder into the hole, and the ex- 
plosion that follows splits the stone into convenient pieces -still 
more of a roundabout way, but one which, as experience shows, 
is as much superior to the second way in result as the second was 
to the first. 

Yet another example. I am short-sighted, and wish to have a 
pair of spectacles. For this I require ground and polished glasses and 
a steel framework. But all that nature offers towards that end is 
silicious earth and iron ore. How am I to transform these into 
spectacles? Work as I may, it is. as impossible for me to make 
spectacles directly out of silicious earth as it would be to make the 
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Steel framework out of iron ore. Here there is no immediate or direct 
method of production. There is nothing for it but to take the 
roundabout way, and, indeed, a very roundabout wa\ . I must 
take silicious earth and fuel, and build fuinaees for smelling the glasses 
from the silkious earth; the glass thus obtained has to be carefully 
purilied, worked, and cooled by a series of processes; finally, the glass 
thus prepared —again by means of ingenious instruments carefull\’ 
constructed beforehand - is ground and jiolished into the lens fit for 
sliort'Sighted e)es. Similaily I must smelt iron in the blast furnace, 
change the raw iron into steel, and make the frame therefrom 
processes whidi cannot be carried through without a long series of 
took and buildings that, on their [lart again, ref[uirc great amounts 
of pre\’ious labour. 'I'hus, by an exceedingly roundabout way the 
end is attained. 

In the last resort all our prodiutive efforts amount to shiftings 
and combinations of matter. We must know how to bring togetI.tr 
the right forms of matter at the right moment, in order that from those 
associated forces the desired result, the product wanted, may follow 
But, as we saw, the natural hirms of matter are often so infinitely 
large, often so infinitely fine, that human hands nre»too weak or too 
coarse to control them. We are as pow'erless to overcome the cohesion 
of the waall of rock when we want building stone as we are, from carbon, 
niirc^gen, hydrogen, o.x'ygen, phosphor, [lotash, etc., to put togetlua <i 
single grain of wheat. But there are other powers which can easily 
do what is denied to us, and these are the pow’ers of nature. There 
are natural powers which far exceed the {>ossibilities of human power 
in greatness, and there are other powers in the microscopic world which 
can make combinations that put our clumsy fingers to shame. If we 
can succeed in making those forces our allies, in the work of production, 
the limits of human possibility will be inlmitcly extended. And this 
we have done. 

Often, of cour.se, we are not able directly to master the form of 
matter on wdiich the friendly power depends, but in the same way as 
we would like it to help us, do w'e help ourselves to gain it, we try 
to secure the alliance of a second natural pow’cr w^hich brings the form 
of matter that bears the first power under our control. Just as wc 
control and guide the immediate matter of which the good is composed 
by one friendly power, and that power by a second, so can we control 
and guide the second by a third, the third by a fourth, this again by 
a fifth, and so on- always going back to more remote causes of the 
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final result— till in the series we come at last to one cause which we can 
control conveniently by our own natural powers. This is the true 
importance which attaches to our entering on roundabout ways of 
production, and this is the reason of the result associated with them; 
every roundal)out way means the enlisting in our service of a power 
which is stronger or more cunning than the human hand; every 
extension of the roundabout way means an addition to the powers 
which enter into the service of man, and the shifting of some portion of 
the burden of production from the scarce and costly labour of human 
beings to the prodigal powers of nature. 

And now we may put into words an idea which has long waited for 
expression, and must certainly have occurred to the reader; the kind 
of production which works in these wise circuitous methods is nothing 
else than what economists call Capitalist Production, as opposed to 
that production which goes directly at its object, as the Germans 
say, “mit der nackten Faust.” And Capital is nothing but the 
complex of intermediate products which appear on the several stages 
of the roundabout journey. 

, 158 WHAT THE MACHINE IS« 

Mathematicians and mechanicians, and in this they are followed 
by a few English economists, call a tool a simple machine, and a 
machine a complex tool. They see no essential dhTcrence between 
them, and even give the name of machine to the simple mechanical 
powers, the lever, the inclined plane, the screw, the wedge, etc. As 
a matter of fact, every machine is a combination of those simple 
powers, no matter how they may be disguised. From the economical 
standpoint this explanation is worth nothing, because the historical 
element is wanting. Another explanation of the difference between 
tool and machine is that in the case of a tool, man is the motive power, 
while the motive power of a machine is something different from man 
--is, for instance, an animal, water, wind, and so on. According to 
this, a plough drawn by oxen, which is a contrivance common to the 
most dilTcrent epochs, would be a machine, while Claussen’s circular 
loom, which, worked by a single labourer, weaves 96,cx>o picks per 
minute, would be a mere tool. 

All fully developed machinery consists of three essentially differ- 
ent parts, the motor mechanism, the transmitting mechanism, and 

* Adapted by permission from Karl Marx, Capital, I, 405-18. (Charles H, 
Kerr & Co., 1909.) 
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finally the tool or working machine. The motor mechanism is that 
which puts the whole in motion. It cither generates its own motive 
power, like the steam engine, the caloric engine, the electro-magnetic 
machine, etc,, or it receives its impulse from some already existing 
natural force, like the water-wheel from a head of water, the windmill 
from wind, etc. The transmitting mechanism, comi)oscd of fly-wheels, 
and shafting, toothed wheels, pullies, straps, ropes, bands, pinions, 
and geaiing of the most varied kinds, regulates the motion, changes 
its form where necessary, as for instance from linear to circular, and 
divides and distributes it among the working machines. I'hese 
two first parts of the whole mechanism arc there solely for putting 
the working max'hines in motion, by means of which motion the 
subject of labour is seized ui)on and modified as desired, d'he tool 
or working-machine is that part of the machinery with which the 
industrial revolution of the eighteenth (cntury started. And to this 
day it constantly serves as such a starting-point, whenever a handi- 
craft, or a manufacture, is turned into an industry carried on by 
machinery. 

On a closer examination of the working-machine j)ropcr, we find 
in it, as a general rule, though often, no doubt, ui^ler very altered 
forms, the ap})aratus and tools used by the handicraftsman or manu- 
facturing workman; with this diilerence, that instead of being 
human implements, they arc the implements of mechanism, or 
mechanical implements. 

An organized system of machines, to which the motion is com- 
municated by the transmitting mechanism from a central automaton, 
is the most developed form of production by machinery. Here we 
have, in the place of the isolated machine, a mechanical monster whose 
body fills whole factories, and whose demon power, at first veiled 
under the slow and measured motions of his giant limbs, at length 
breaks out into the fast and furious whirl of his countless working 
organs. 

Just as the individual machine retains a dwarfish character, so 
long as it is worked by the power of man alone and just as no system 
of machinery could be properly developed before the steam engine took 
tlie place of the earlier motive powers, animals, wind, and even water; 
so, too, Modern Indu.stry was crippled in its complete development 
so long as its characteristic instrument of production, the machine, 
owed its existence to personal strength and personal skill, and 
depended on the muscular development, the keenness of sight, and the 
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cunning of hand with which the detail workmen in manufactures, and 
the manual labourers in handicrafts, wielded their dwarfish imple- 
ments. 

159. FUNCTIONS OF MACHINERY^ 

Man does his work by moving matter. Hence machinery can 
only aid him by increasing the motive power at his disposal. 

1. Machinery enables forces of man or nature to be more effec- 
tively applied by various mechanical contrivances composed of levers, 
pulleys, wedges, screws, etc. 

2. Machinery enables man to obtain the use of various motor 
forces outside his body — wind, water, steam, electricity, chemical 
action, etc. 

Thus by the provision of new productive forces, and by the more 
economical application of all productive forces, machinery improves 
the industrial arts. 

Machinery can increase the scope of man’s productive ability 
in two ways. The difficulty of concentrating a large mass of human 
force u})on a given point at the same time provides certain (|uantitativc 
limits to the productive efficiency of the human body. The steam- 
hammer can perform certain work which is (piantilativcly outside the 
limit of the physical power of any number of men working with 
simple tools and drawing their motor power from their own bodies. 
The other limit to the productive power of man arises from the imper- 
fect continuity of human effort and the imperfect command of its 
direction. The difficulty of maintaining a small, even, accurate 
pressure, or a precise repetition of the same movement, is rather a 
(jualitative than a purely quantitative limit. The superior certainty 
and regularity of machinery cna])lcs certain work to be done which 
man alone could not do or could do less perfectly. The work of the 
printing machine could not be achieved by man. Machinery has 
improved the texture and quality of certain woolen goorls, recent 
improvements in milling result in improved quality of flour, and so on. 
Machinery can also do work which is too fine or delicate for human 
fingers, or which would require abnormal skill if e.xecuted by hand. 
Economy of time, which Babbage accounts a sej)aratc economy, is 
rightly included in the economies just named. The greater rapidity 
with which certain manufacturing processes — e.g., dyeing — can be 
achieved arises from the superior concentration and continuity of 

' Taken by permission from J. A. Hobson, The Evolution of Modern Capitalism, 
pp. 72-74. (The Walter Scott Publishing Co., Ltd., 1912.) 
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force possible under machinery. All advantages arising from rapid 
transport are assignable to the same causes. 

The continuity and regularity of machine work are also reflected in 
certain economics of measurement. The faculty of self-registeiing, 
which belongs potentially to all machinery, and which is mor(‘ utilised 
every day, performs several services which may be summed up b\' 
saying that they enable us to know exactly what is going on. W hen to 
self-registration is applied the faculty of self-regulation, within certain 
limits a new economy of force and knowledge is added. But ma- 
chinery can also register and regulate the expenditure of human 
power. Babbage wxll says: “One of the most singular advantages 
we derive from machinery is in the check which it affords against the 
inattention, the idleness, or the knavery of human agents.’' d'his 
control of the machine over man has certain results which belong to 
another aspect of machine economy. 


160. TIIK rRODUCTIVITY OF MACHINERY* 

The number of days’ work of man-labor requisite for pro- 
ducing the specified croj^s by the aid of machine i)Ower, together 
with the quantity of those several crops which the same labor-power 
could have produced by the earlier hand method, is shown in the 
following: 


Name 

Crop 

or 

l8g6 

1801 

l8ys 

iSgi 

1805 

i8y5 

i8ys 

1896 

Quantitv Produced 

Days’ Work 
or ^^AN- 
Lahok Re- 

QUlHtU 

The Same LAnoK-PowFH 

By Mcth. 
0(Js of 

Could Have 
Produced 

Barley 

Corn . 

Colton 

Hay 

Oats 

Potatoes 

Rice 

Rye 

Wheat 

69,695,323 bu. 
1,213,770,052 bu 

7,161,001 500 lb bales 
47,078,5,11 tons 
658,854,850 bu 
207.237,370 bu 

168,685 .440 lbs 

27,2 10,070 bu 
427,684,346 bu 

630,354 

45.875.027 
28,1 78,904 

18,556.791 

11,334.266 

5.i5t.ioo 

108,889 

2.7 59.147 
7,099,560 

1829-30 

2855 

1841 

1850 

1850 

1866 

1 

%-iO 

2,972,859 bu 
473,528,022 bu 

.“70;:;:: 1 :;; 
46,503,587 !l>s 
10.872,795 b 1 
23.245,490 bu 


Finding next the diflerence bctw7“ quantides of the several 
crops actually produced under methods in the years inrli- 

cated, and the quantities labor-power requisite for their 

production with the a’’ Headlines could have produced had it 

‘Adapted by Quaintance, “The Influence of Farm 

Machinery on Tabor,'* Publications of the American Eco 7 totni( 

Associatior 4 . pp. 21-23 
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been devoted to the production of those same crops by hand 
methods, we have the following: 


Name 

Crop of 

Due to U-ic of 1 

Macliinery 

Perccnta^:e of 

A( lual I’roduct 

Harley 

1896 

66,722,384 bu 

95 7 

Corn 

1894 

739,242,030 bu. 

60 9 

C'oiton 

1895 

4,642,122 bales 

64 8 

iHy 

189s 

38,276,901 tons 

81 3 

Oats 

1893 

570,421,543 bu. 

89 2 

Potatoes 

1895 

193,534,049 bu. 

65 I 

Kiee 

1895 

122,381,853 lbs 

72 5 

Rye 

1895 

16,337,275 bu 

60 0 

Wheat 

1896 

404,438,856 bu. 

94 5 


'I'lie increased elTectiveness of man-labor power when aided by the 
use of machinery, as indicated by these figures, varies from 1 50 per 
cent in the case of rye to 2,244 per cent in the case of bailey. From 
this point of view, a machine is not a labor-saving but rather a product- 
making device. Taking the percentage of labor saved as indicating 
the average proportion of these cro})S due to the use of machinery, it 
appears that the quantity of })ro(luct is almost five times as great per 
unit of labor as i\ formerly was. 


i 6 r. 


THE INCREASE OF ACTIVE CAPITAL IN THE 
UNITED STAd'ES’ 


In Table I we have an attemf)t to collect the various figures of the 
United States Census and combine them into a harmonious whole. 
While the numbers are, in no case, e.xact, it is believed that the errors 
are too small to vitiate any of the follow'ing conclusions. We see that 
^^^^otal supply of active capital has enormously increased; in fact, 
that m value was about seventeen times as great as in 1850. 

In this great industries have participated, but the fishing 

eciuipmcnt has gr^ slowly and the transpoi tation facilities 

fastest of all. At no cei. there been a reces.sion in a single 

industry-development has . continuous in all lines. 

But an increase m the total vu 5^ 

significant. It must be compared wiu.^^ population and 

with a changing price-level before we can conclusions 

concerning the influence of the change upon tn ^.^if^j-e. The 

• Adapted by permission from W. I. King, The Wealtu 
People of the United States, pp. 42-44- (The Macmillan Co., igiy 
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third column in Table II indicates that the per capita value of active 
capital has steadily grown larger until, in 1910, it has become more 
than four times as great as in i860. Only in the Civil War period 
has this apparent increase been due wholly to changing prices, for, if 
the per capita value is divided by the j)rice index, w’e obtain an index 
of amount which climbs upward until the quantity per capita existing 

TABLE I 

The Estimated Value of the Supply of Active Capital in the Continentai 
United States, in Miilio.ns of Doiiars 


Census 

Vcdf 

Total 

business 
BuildiiiKs and 
Iixcdlm- 
proveminls 

Radroads 
and Otiu r 
Pul. lie 

UldltU‘3 

Movable 

M.ilIuiktv, 

Toids, and 
Implements 

Livestock 

Fishcrits 

1850 

2,757 

1,113 

639 

399 

599 

7 

i860 

5,900 

2,160 

1,868 

665 

1,198 

9 

1870 

8,978 

2,975 

3,109 

1,206 

1,678 

10 

1880 

13,636 

4,117 

5.386 

2.373 

1.735 

25 

i8go 

19,298 

5,700 

8,366 

2,665 

2,538 

29 

1900 .... 

24,783 

7,250 

10,926 

4,006 

3,197 

34 

igio . . 

47,961 

13,301 

23,319 

5,995 

5,296 

50 


TABLE II 


Quantity of Active Capital in the United States 
(Outlying fiosscssions excluded) 


Census Year 

Total Value of tlie 
Active (' ij.il d 
^upi.Iy 111 
Million', of Dollars 

Per C i[)ita 
\ due of 
Actne ( ipual 

Price Index 

Index of (Iiianlit v 
of Cajiital per 
Cajuta 

1850 

2,757 

$ 1 1 9 

I . ,9 2 

85 

i860 

5.900 

188 

141 3 

133 

1870 

8,978 

233 

221 6 

105 

1880 

13.636 

272 

132 4 

205 

i8()0 

19,298 

307 

1136 

270 

1900 

24,783 

326 

lot 7 

321 

igio 

47 , 9 <^i 

521 

126 5 

412 


in 1850 is more than quadrupled. The only backward step shown is 
in the decade i860 to 1870, and this wars due, probably, to the whole- 
sale destruction of capital by the Civil War, a blow from which the 
Southern States had only begun to recover in 1S70. The mure or less 
chaotic conditions of the South in 1870 may also have resulted in 
some incompleteness in the Census returns. 
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162. THE BRIEF REIGN OF THE MACHINE' 

How recent in the world’s history these improvements in technical 
processes really are, is strikingly illustrated by the following diagram: 


2000 

B.C. 


Birth O' 

Christ 


1500 

A.O. 

j ////A // ///////// ///. 






n 

P 




m 

% Time during which the hand spindle was the only form 
^ of spindle known. 


Spinning wheel also known. 

Steam has been applied to spinning. 


163. WHY ENGLAND LEI) IN MACHINE INDUSTRY^ 

The chief factors in determining the order of the development 
of modern indusVrial methods in the several countries may be classified 
as natural, political, economic. 

a) Natural.— ( i) The structure and position of the several coun- 
tries . — The insular character of Great Britain, her natural facilities 
for procuring raw materials of manufacture and supplies of for- 
eign food to enable her population to specialise in manufacture, 
the number and variety of easily accessible markets for her 
manufactures, gave her an immense advantage. Add to this a 
temperate climate, excellent internal communication bv river (or 
canal), and an absence of mountain barriers between the several 
districts. These advantages were of greater relative importance 
before steam transport, but they played a large part in facilitating the 
establishment of effective steam transport in Pmgland. Extent of 
seaboard and good harbourage have in no small measure directed 
the course of modern industry, giving to England, Holland, France, 
Italy an advantage which the levelling tendency of modern machinery 
has not yet been able to counteract. The slow progress of Germany 
until recent years, and the still slow progress of Russia, is attributable 

' Taken by permission from the F/nf Report of the Labor Museum at Hull 
House, Chicago, 1901-2, p. 9. 

’ Adapted by permission from J. A. Hobson, The Evolution of Modern Capital- 
ism, pp. 94-100. (The Walter Scott Publishing Co., Ltd., 1912.) 
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more to these physical barriers of free communication, internal and 
external, than to any other single cause that can be adduced. In- 
herent resources of the soil, quality of land for agriculture, the prox- 
imity of large supplies of coal and iron, and oilier requisites of the 
production of machinery and power rank as important determinants 
of progress. 

(2) Race and national character . — Closely related to climate and 
soil, these qualities of race are a powerful directing inlluence in 
industry. Muscular strength and endurance, yielding in a temperate 
climate an even continuity of vigorous effort; keen zest of material 
comfort, stimulating invention and enteqirise; acquisitiveness, and 
the love of external display; the moral capacities of industry, truth, 
orderly co-operation; all these arc leading factors determining the 
ability and inclination of the sev'cral nations to adopt new industrial 
methods. Mo/al qualities in English workmanship have indisputably 
played a large part in securing her supremacy. 

b) Political. — Statecraft has played an important part in 
determining the order and pace of industrial progress. The posses.sion 
of numerous colonics and other political attachments in different parts 
of the world, comprising a large variety of material rt^sources, gave to 
England, and in a less measure to France, Holland, Spain, a great 
advantage. The tyrannical use these nations made of their colonies 
for the purpose of building up home manufactures enabled (hem to 
specialise more widely and safely in those industries to which iIk' 
new methods of production were first applied. 

The large annexations England made during tlie eighteenth and 
early nineteenth centuries gave her a monopoly of many of the finest 
markets for the purchase of raw materials and the sale of manufactured 
goods. The large demand thus established for her textile and metal 
wares served not only to stimulate frc.sh inventions, but enabled her to 
utilise many improvements which could only be profitably applied 
in the case of large industries with secure and expanding markets 

But the most important factor determining the priority of England 
was the political condition of continental Europe at the very period 
when the new machinery and motor-jiower were beginning to establish 
confidence in the new industrial order. When Crompton’s mule, Cart- 
wright’s power-loom, Watt’s engines were transforming the industry 
of England, her continental rivals had all their energies aljsorbed in 
wars and political revolutions. 

c) Economic. — The transformation of English agriculture, the 
growth of large farms, drove great numbers of English peasants into 
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the towns, and furnished a large supply of cheap labour for the ne\^' 
machinery. 

Another great economic advantage which assisted England was 
the fact that she, more than any other European nation, had broken 
down the old industrial order, with its guilds, its elaborate restrict ions, 
and conservative methods. Personal freedom, security of property, 
liberty to work and live where and how one liked, existed in England 
to an extent unknown on the Continent before the French Revolution. 

In particular the cotton trade, which was in the vanguard of the 
movement, being of recent growth and settling outside the guild 
towns, had never known such restrictions, and therefore lent itself 
to the new order with a far greater facility than the older trades. 
Moreover, England was fiee from the innumerable and vexatious local 
taxes and restrictions prevalent in France and in the petty govern- 
ments of Germany. 

Lastly, the national trade policy of England was of signal advan- 
tage in her machine development. Her early protective system had, 
by the enlargement of her carrying trade and the increase of her 
colonial possessions, laid the foundation of a large comjdcx trade with 
more distant parts of the world, though for a time it crippled our 
European commerce. While we doubtless sacrificed other interests 
by this course of policy, it must be generally admitted that “English 
industries would not have advanced so rapidly without Protection ” 
But as we built up our manufacturing industries by Protection, so we 
undoubtedly conserved and strengthened them by Free Trade- 
first, by the remission of tariffs upon the raw materials of manufacture 
and machine-making, and later on by the free admission of foodstuffs, 
which were a prime essential to a nation destined to specialise in manu- 
facture. 

164. THE INDUSTRIES BEST FITTED FOR MACHINE 
INDUSTRY* 

The following are some of the principal characteristics of an 
industry which determine the order, extent, and pace of its progress 
as a machine industry: 

a) Size and complexity of structure . — The importance of the several 
leading textile manufactures, the fact that some of them were highly 
centralised and already falling under a factory system, the control of 

* Adapted by permission from J, A. Hobson, The Evolution of Modem Capital- 
ism, pp. 90-92. (The Walter Scott Publishing Co., Ltd., 1912.) 
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wealthy and intelligent employerb, were am(Mig the chief causes 
w'hich enal)led the new macliinery and the new motor to be more 
quickly and successfully applied tlian in smaller, more scattered, and 
less developed industries. 

b) Fixity in quantity and tharadcr of demand. - Perfection of 
routine work is the s])ccial faculty of machine production. Where 
there is a steady demand for the same class of goods, madiinery can 
he profitabK apphed. Where fashion fluctuates, or the individual 
taste of tlie consumer is a potent factor, machinery cannot so readily 
undertake the work. 

c) Uniformity of material and of the processes of product ton 

I nlierent irregularity in the material of labour is adverse to machinen 
h'or this reason the agricultural processes have been slow- to pass uikU'i 
steam puw’cr, es})ecially those directly concerned with work upon t)u’ 
soil, anti even where steam-driven machines are ap])hed their econ- 
omy, as compared with hand labour, is less marked than in manu- 
facturing processes. To tht* getting of coal and other minerals steam 
and other e.xtra-human pow-er have been more slowly and less etlec- 
!i\’t*ly applied than in dealing with the matter when it is detached 
irom the earth. The displacement of a less uniforn? material, wood, 
liy the more uniform steel for building structures, railroad cars, barges, 
">hips, furniture, etc , marks a gicat advance for machine-production 

d) Durability of valuable propetties. -The jiroduction of f|uickl> 
perishable articles, being of necesMty local and immediate, (hanands a 
large amount of luiman service wine h cannot economically be replaced 
or largely aided by machinery. The work of the butcher and the 
baker has !)een slow to pass under machinery. Where butchering 
has become a machine-industi y to some extent, the direct cause has 
been tlie discover} of pieservative processes which have diminislied the 
peiishabihty of meat So with other food industries, the facility of 
modern means of transjiort has alone enabled them to pass under the 
(ontiol of machinery. Until cjuite recently cakes and the finer 
torms of bakery w^re a purely local and handicraft product. 

e) Ease or simplicity of labour involved. "Where abundance of 
(lieap labour adequate to the work can be obtained, anrl particular!}’ 
in trades where women and children are largely engaged, the develop- 
ment of machinery has been generally slower. This condition often 
unites with ib) and {c) to retain an industry in the “domestic” class 
\ large mas.^ of essentially “irregular” work requiring a certain 
delicacy of manipulation, which by reason of its narrowness of scope 
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is yet easily attained, and which makes but slight demands upon mus- 
cular force or intelligence, has remained outside machine-production. 

f) Skilled workmanship . — High skill in manipulation or treatment 
of material, the element of art infused into handicraft, gives the latter 
an advantage over the most skilful machinery, or over such machinery 
as can economically be brought into competition with it. 

See also 252. The Decline of the Handicrafts. 

253. The Economic Advantages of Concentration. 

256. The Limits of Concentration in Modern Business 

C. Some Characteristic Results of the Machine Process 

165. STANDARDIZATION AND THE MACHINE PROCESS' 

The modern industrial communities show an unprecedented 
uniformity and precise equivalence in legally adopted weights and 
measures. Something of this kind would be brought about by the 
needs of commerce, even without the urgency given to the movement 
for uniformity by the requirements of the machine industry. But 
within the industrial field the movement for standardization has 
outrun the urging of commercial needs, and has penetrated every 
corner of the mechanical industries. 

As a matter of course, tools and the various structural materials 
used are made of standard sizes, shapes, and gauges. When the 
dimensions, in fractions of an inch or in millimetres, and the weight, 
in fractions of a pound or in grammes, are giv'cn, the expert foreman 
or workman, confidently and without reflection, infers the rest of 
what need be known of the uses to which any given item that passes 
under his hand may be turned. 

The materials and moving forces of industry are undergoing a 
like reduction to staple kinds, st>les, grades, and gauges. Even 
such forces as would seem at first sight not to lend themselves to 
standardization, either in their production or their use, are subjected 
to uniform scales of measurement; as, e.g., water-power, steam, 
electricity, and human labor. The latter is perhaps the least amen- 
able to standardization, but, for all that, it is bargained for, delivered, 
and turned to account on schedules of time, speed, and intensity which 
are continually sought to be reduced to a more precise measurement 
and a more sweeping uniformity. 

‘Adapted by permission from Thorst^in Veblen, The Theory of Businesj 
EtUerprise, pp. 8-14. (Charles Scribner’s Sons, 191a.) 
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The like is true of the finished products. Modern consumers in 
great part supply their wants with commodities that conform to 
certain staple specifications of size, weight, and grade. The con- 
sumer (that is to say, the vulgar consumer) furnishes his house, his 
table, and his person with supplies of standard weight and measure, 
and he can to an appreciable degree specify his needs and his con- 
sumption in the notation of the standard gauge. 

From this mechanical standardization of consumable goods it 
follows, on the one hand, that the demand for goods settles upon 
certain defined lines of production which handle certain materials of 
definite grade, in certain, somewhat invariable, forms and proportions, 
which leads to well-defined methods and measurements in the [)ro( es'^e^ 
of production. Besides this, the standardization of goods means that 
the interdependence of industrial processes is reduced to more delmitt' 
terms than before the mechanical standardization came to itsprc.senl 
degree of elaborateness and rigor. The margin of admissible varia- 
tion in time, place, form, and amount is narrowed. Materials, to 
answer the needs of standar<lized industry, must be drawn from certain 
standard sources at a definite rate of supply. 

Machine production leads to a standardization*of services as well 
as of goods. So, for instance, the modern means of communication 
and the system into which these means are organized are also of the 
nature of a mechanical process, and in this mechanical [)rocess of 
service and intercourse the life of all civilized men is more or less 
intimately involved. To make efTective use of the modern system of 
communication in any or all of its ramifications (streets, railways, 
steamship lines, telephone, telegraph, postal seivice, etc.) men are 
required to adapt their needs and their motions to the exigencies of 
the process whereby this civilized method of intercourse is carried into 
elTect The .service is standardized, and therefore the use of it is 
standardized also. Schedules of time, place, and circumstances rule 
throughout. The scheme of everyday life must be arranged with a 
strict regard to the exigencies of the process whereby this range of 
human needs is served, if full advantage is to be taken of this system of 
intercourse, which means that, in so far, one’s plans and projects must 
be conceived and worked out in terms of those standard units which 
the system inqroses. 

For the po])ulation of the towns and cities, at least, much the 
same rule holds true of the distribution of consumable goods. So, 
also, amusements and diversions, much of the current amenities of 
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life, are organized into a more or less sweeping process to which those 
who would benefit by the advantages ofTered must adapt their 
schedules of wants and the disposition of their time and cfTort. The 
freepiency, duration, intensity, grade, and sequence are not, in the 
main, matters for the free discretion of the individuals who par- 
ticipate. 

i66. THE TRANSFER OF THOUGHT, SKILL, AND 
INTELLIGENCE* 

Suppose it be desired to drill four holes in a number of plates, so 
that they liear a certain llxed relation to the edges of the plate; and 
suppose the operator to be equijijied with the ordinary drilling ma- 
chine which guides the diill so that it jiierces the plate squarely. To 
drill these holes in one plate, with any degree of accuracy, requires a 
high degree of skill on the part of the operator, and to drill any 
number of such plates so that the spacing of the holes in them will 
correspond closely with those in the first plate rc(|uires a very high 
degree of manual skill, considerable time per plate, and is a very 
costly operation. 

Suppose, howeVer, a skilled workman makes a so-called “drilling 
jig” in which the plate can be .securely clamped by set screws and in 
which all the plates can in turn be clamped in exactly the same posi- 
tion. Idle plate contains four holes, which have been very carefully 
located to correspond with the required location of the holes. 

Now it is evident that almost any unskilled person can drill the 
plate, when so held, as accurately as the most skilled workman can 
without it. Further, he cannot drill the plate inaccurately. True, he 
must have a slight amount of training in handling the drilling machine, 
but this is small and soon acquired. The accuracy of the ivork no longer 
depends on the skill of the operator but on the accuracy of his tools. 

This principle, illustrated above, has been aptly called “The 
Transfer of Skill,” and it is to be es[)ecially noted that this principle 
has nothing to do with division of labor, though, as can be seen, it 
allows an extension of the same. Nor is the principle inherently 
applicable to viachines alone, it can be and is applied to hand methods. 
True, most machines arc constructed with this end in view, the drilling 
machine mentioned above, for instance, having this characteristic 
in so far as guiding the drill vertically is concerned. 

* Adapted by pcrmiL.bion from 1 ). S. Kimball, Principles of Industrial Organ 
izationy pp. 10-13 (McGraw-Hill Book Co Inc., 1913.) 
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It is evident that for a given operation the more skill that is trans- 
ferred to the machine the less is re(|uired in the operator. When nearly 
all the skill has been so transferied, but the iiiailiine still re(|uires an 
attendant, it is called a semi-automatic madiiuc 'I'lirret lathes are 
excellent examples of this class ol machinei y. 

In drilling the ]:)lale without the jig the skilled nuchanic must 
expend thought as well as skill in properly locating the hoh's. The 
unskilled operator need exi)end no thought regarding the location 
of the holes. 'Fhat i)art of the mental labor has been done once for 
all by the toolmaker. It ai)j)ears, therefore, that a traudrr of thought 
or intelligence can aKo be made from a person to a nicH hiiu‘. If the 
quantity of })arts to be made is sulliciently large to justify the expendi- 
ture, it is possible to make machines to whic h all the required skill and 
thought have been transferred and the machine does not require 
even an attendant. Such machines are known as full automatic 
machines. Automatic screw machines are excellent cxam{)les of a 
complete transfer of skill and thought. Care should be taken to dis- 
tinguish cl(‘arly between transmiwion of intelligeiue, as illustrated in 
drawings, spe< iliiations, and wiitten or spoken communications in 
general, between men and the tiansfer of intelhgeif^'e or thought from 
a skilled man to a madiiue. 4 hese principl .-s, transfix of skill and 
transfer of thought, lie at the bottom of modcan industrial methods 
Under former and sim])l(T methods of manufacture the machine was 
an aid to the worker’s sl.ill, the aiTiount of skill that had been trans- 
ferred being very small In the new machines the transfer of skill 
and thought may be so gieat that little or none of these are required 
of the attendant worker 

[Notk — 1 'he foregoing illustrates a principle. The application 
of this principle in the me leasing use of automatic machinery is of 
wide extent and tremendous social signific ance. It should be noticed, 
too, that there is occurring a transfer of thought, skill, and intelligence 
to management. Scientilic management is a phase of this movement.] 

See also 221. Craft Skill and the Competitive Struggle. 

167. IMPERSONALITY AND THE MACHINE PROCESS.' 

The machine process compels a more or less unremitting attention 
to phenomena of an impersonal character and to sequences and corre- 
lations not dependent for their force upon human predilection nor 

'Adapted by permission from' Thorstein Veblen, The Theory of Business 
Enter prise ^ p. 310. (Charles Scribner’s Sons, 1912,) 
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created by habit and custom. The machine throws out anthropo- 
morphic ha])its of thought. It compels the adaptation of the 
workman to his work, rather than the adaptation of the work to 
the workman. The machine technology rests on a knowlcflge of imper- 
sonal, material cause and eilcct, not on the dexterity, diligence, or 
personal force of the workman, still less on the habits and propensities 
of the workman’s superiors. Within the range of this machine-guided 
work, and within the range of modern life so far as it is guided by 
the machine process, the course of things is given mechanically, 
impersonally, and the resultant discipline is a discipline in tlie handling 
of impersonal facts for mechanical elTcct. It inculcates thinking in 
terms of opaque, impersonal cause and cfTcct, to the neglect of thv)se 
norms of validity that rest on usage and on the conventional standards 
handed down by usage. Usage counts for little in shaping the 
processes of work of this kind or in shaping the modes of tlioughl 
induced by work of this kind. 

See also chapter xi. Impersonal Relations. 

i68. THE NEW STRAIN IN INDUS'l'RY^ 

What are the special forms of overstrain found in modern industry 
viewing industrial conditions, as was our premise, from the physio- 
logical point of view? In a brief sketch of this vast field it will be 
possible to single out only a very few features for comment. We can 
do no more than glance, as it were, at some of the innumerable 
processes which directly or indirectly feed the machinery of the world, 
supplying man’s needs and luxuries. 

Of those elements in industry which are most characteristic and 
which make the greatest demands on human energies, we may select 
the following: speed and complexity, monotony, piece-work, and 
overtime. Other fatiguing influences in machine work, such as noise 
and the mechanical rhythms, will of necessity come within the scope 
of our brief analysis, as well as the now recognized relation between 
fatigue and the incidence of industrial accidents. 

The fatiguing eflect of the roar of machinery is chiefly due to its 
influence upon the faculty of attention Mental fatigue is “char- 
acterized pre-eminently by a weakening of the powers of attention.’’ 
Voluntary attention is essentially a selective process, a “focalization 

‘ Adapted by permission from Josephine Goldmark, Fatigue and Efficiency, 
passim. (Charities Publication Committee, 19 1 a.) 
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and concentration of consciousness” upon one thing or a few from 
among tlie multiplicities, physical and mental, in whose midst we live 
There is thus in attention a sensation of elloit, and fatigue of atten- 
tion is in direct proportion to the lontinuaiKc of the etiorts and the 
difficulty of sustaining them Now, under the intluence of loud 
noise, attention is distracted and the ditliculty of sustaining it in- 
creased. 

Thus noise not only distracts attention but necessitates a greater 
exertion of intensity or conscious application, thereby hastening the 
onset of fatigue of the attention. A ciuite uncounted strain u[)on 
this easily fatigued faculty re'^ults among industrial workeis, su( h 
as girl machine operators, when tlie deafening intermittent roar of 
highly siieedcd machinery adds its cjuota to the tax of a long da\ ’s 
work. The roar is not even continuous enough to sink into mo- 
notony. With each stoppage and starting of a machine, it bursts 
out irregularly. 

The subject of noise in industrial e.stablishmcnts is usually dis- 
missed with the remark tliat the woikers “get used to it,” and doubt- 
less, in many occupations, the workers themselves are scarcely, or 
not at all, conscious of any increased application on their ]iart due to 
the noise. But, in the main, the process of getting used to it involves 
precisely that increased intensity of nervous effort, that “feeling 
of being coerced,” of which Wundt speaks in the laboratory experi- 
ments, and which, as we have seen, is most favorable for the approach 
of exhaustion. 

The strain of machine work upon the faculty of attention thus 
leads to the gravest consecjucnces. Another subtly fatiguing 
element in machine work, which we have not yet examined, is due to 
its rhythm. It is apparent that the rhythm of any power-driven 
machinery is fixed and mechanical, dejiending upon its construction 
and its rate of speed. Now it is true also that human beings tend to 
work rhythmically, and when the individual’s natural swing or 
rhythmic tendency must be wholly subordinated to the machine’s 
more rapid mechanical rhythm, fatigue is likely to ensue. 

The increase of diseases of the nervous system among working 
people in the last decade is a fact that is now firmly established by 
extensive and a carefully comlucted statistical inquiry. Whatever 
dificrent causes of neurasthenia may be brought forward by different 
authors since Beard depicted its general features, there is one point 
on which all are agreed; namely, that the modern organization of 
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industry with all its factors and sequels is a most prolific source ol 
neurasthenia. 

Intemperance, debauchery, and improvidence are the chief 
blemishes on the character of the factory work people, and those evils 
may easily be traced to habits formed under the present system, 
and springing from it almost inevitably. On all sides it is admitted 
that indigestion, hypochondriasis, and languor affect this class of tlie 
population very widely. After twelve hours of monotonous labour 
and confinement, it is but too natural to seek for stimulants of one 
kind or another; but when we superadd the morbid states above 
alluded to, the transition to spirits is rai)id and perpetual. 

See also 212. The Hazardous Nature of Modern Industry. 

213. Causes and Volume of Industrial Accidents 

216. Fatigue. 

218. An Outline of the Case against Long Hours. 

219. Child Labor. 

169. ^niL IMACHINE AND THE LABORER^ 

In considering the influence of machinery upon the quality of 
labor, i.e., skill, duration, intensity, etc., we have first to meet two 
questions: What are the qualities in which machinery surpasses 
human labor? What are the kinds of work in which machinery 
displaces men ? Now, since the whole of industrial work consists in 
moving matter, the advantage of machinery must consist in the pro- 
duction and disposition of motive power. The general economies of 
machinery are two: (i) the increased quantity of motive force it can 
apply to industry; (2) greater exactitude in the regular application of 
motive force (a) in time -the exact repetition of the same acts at 
regulated intervals or greater evenness in continuity; (b) in place- 
exact repetition of the same movements in space. All the advantages 
imputed to machinery in the economy of human time, the utilization 
of waste material, the display of concentrated force, or the delicacy 
of manipulation are derivable from these two general economies. 
Hence it follows that wherever the efficiency of labor-power depends 
chiefly upon the output of muscular force in motive power, or pre- 
cision in tlie regulation of muscular force, machinery will tend to dis- 
place human labor. Assuming, therefore, that displaced labor finds 

‘Adapted by permission from J. A. Hobson, “The Influence of Machinery,” 
Political Science Quarterly, VIII (1893), 111-23. 
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other employment, it will be transferred to work where machinery 
has not the same advantage over human labor, that is to say, to work 
where the muscular strain or the need for rcgulaiity of movement is 
less. At first sight it will thus seem to follow that every displau'- 
ment of labor by machinery will bring an elevation in the (iiiality of 
labor, that is, will increase the pro[)ortion of labor in emjilovnients 
which tax the muscles less and are less monotonous. 

One direct result of the application of an increased piojioition of 
labor-power to the kinds of work which are less “muscular” and less 
“automatic” in character, will be a tendency tow'ard greater division 
of labor and more specialization in these employments. Now the 
economic advantages of increased si)ecialization can be obtained onl\’ 
by increased automatic action. Thus tJie routine or auloiualic ( liar- 
acter which constituted the monotony of the w'ork in which ni.u hiner\ 
displaced these workers will now be imjiarted to the higher grades 
of labor in which they are employed, and these in their turn will be- 
advanced towards a condition which will render them open to a new 
invasion of machinery. 

Nor is it shown that the introduction of machine production tends 
to diminish the physical strain upon the worker. As regards those 
w^orkers who pass from ordinary manual work to the tending of 
machinery, there is a great deal of evidence to show that their new 
work taxes their physical vigor quite as .severely as the old work. 
When any muscular or physical effort is recpiired, it is pretty evident 
that an increased duration or a greater continuity in the slighter 
eflort may tax the body quite as severely as the less frecjuent ai)j)li('a- 
tion of a much greater bodily force. There can be no (juestion that in a 
competitive industrial soiiety there exists a tendency to conqiensatc 
for any saving of muscular or other physical elTort afforded by the 
intervention of machinerx', in two w'ays: first, by “forcing the pace” 
compelling the worker to tend more and more machines, and to 
increase the strain, if not upon the muscles, then upon the nerves; 
secondly, by extending the hours of labor. 

Now to come to the question of “ monotony.” Is the net tendenc y 
of machinery to make labor more or less monotonous, to educate the 
worker or to brutalize him? Does labor become more intellectual 
under the machine ? Professor Alfred Marshall, who has thoughtlully 
discussed this (juestion, inclines upon the whole in favor of machinery. 
It takes away manual skill, but it substitutes higher or more intel- 
lectual forms. “The more delicate the machine’s power, the greater 
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is the judgment and carefulness which is called fc3r from those who 
see after it.” Since machinery is daily becoming more and more 
delicate, the tending of machinery is becoming more and more 
intellectual. The judgment of Mr. Cooke Taylor, in the conclusion 
of his admirable work, The Modern Factory System, is the same. 

The question of the net intellectual ctTects of machinery is not one 
which admits of positive answer. It would be open to one to admit 
with Mr. Taylor that the operatives were growing more intellectual 
and that their contact with machinery exercises certain educative 
influences, but to deny that the direct results of machinery upon the 
workers were favorable to a wide cultivation of intellectual powers, 
as compared with various forms of freer and less specialized manual 
labor. The intellectualization of the town operatives (assuming 
the process to be taking place) may be attributable to the thousand 
and one other influences of town life rather than to machinery, save 
indirectly so far as the modern industrial center is itself the creation of 
machinery. It is not, I think, possible at present to offer any clear 
or definite judgment. But the following distinctions seem to have 
some weight in forming our opinion. 

The growth 6f machinery has acted as an enormous stimulus 
to the study of natural laws, A larger and larger proport ion of human 
cfTort is absorbed in processes of invention, in the manipulation of 
commerce on an increasing scale of magnitude and comj)lexity, and 
in such management of machinery and men as requires and educates 
high intellectual faculties of observation, judgment, and speculative 
imagination. Of that poition of workers who may be said, within 
limits, to control machinery, there can be no {question that the total 
etfect of machinery has been highly educative. Some measure of these 
educative influences descends even to the “hand” who tends some 
minute portion of machinery. 

So also allowance should be made for the skilled work of making 
and repairing machinery. The engineer’s shop is becoming every 
year a more and more important factor in the equipment of a factory 
or mill. But though “breakdowns” are essentially erratic and must 
always aflord scope for ingenuity in their repair, even in the engineer’s 
shop there is the same tendency for machinery to undertake all work 
of repair which can be brought under routine. So the skilled work 
in making and repairing machinery is continually being reduced to a 
minimum and cannot be regarded, as Professor Nicholson is disposed 
to regard it, as a factor of growing importance in connection with 
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machine production. The more machinery is used, the more skilled 
work of making and repairing will be required, it might seem. But 
the rapidity with which machinery is invading these very functions 
turns the scale in the opposite direction, at any rate so far as the 
making of machinery is concerned. 

Finally it should be borne in mind that in several large inrlustries 
v\]iere machinery fills a prominent place the bulk of the labor is not 
directly governed by the machine. This fact has already received 
attention in relation to railway workers. The character of the 
machine certainly impresses itself upon these in ditTerent degrees, hut 
in most cases there is a large amount of detailed freedom of action 
and scope for individual skill and activity. 

Making allowance, then, for the intelligence and skill used in the 
invention, application, management, and repair of machinery, what 
are we to say of the labor of him who, under the minute subdivision 
enforced by machinery, is obliged to st)end his working life in tending 
some small portion of a single machine, the whole work of which is to 
push some single commodity a single step along the journey from 
raw material to consumptive good ? 

His work, it is urged, calls for ‘‘judgment ^and carefulness.” 
So did his work in manual labor before the machine took it over. His 
“juflgment and carefulness” are now confined within narrower limits 
than before. The responsibility of the individual worker is greater, 
precisely because it is narrowed down so as to be relat(‘d to and 
dependent on a number of other operatives in other paits of the same 
machine with whom he has no direct personal concern. Such realized 
re.sponsibility is an element in education, moral and intellectual. 
But this responsibility is a direct result of the minute subdivision. 
It is, I think, questionable whether the vast majority of machine 
workers get any considerable education from the fact that the machine 
in conjunction with which they work represents a huge embodiment 
of the delicate skill and invention of many thousands of active minds, 
though some value may be accorded to Mr, Cooke Taylor’s con- 
tention that “the mere exhibition of the skill displayed and the 
magnitude of the operations performed in factories can scarcely fail 
of some educational eflect.” Professor Shield Nicholson expresses 
himself more dubiously on the educational value of the machine: 
“Machinery of itself does not tend to develop the mind as the sea and 
mountains do, but still it does not necessarily involve deterioration of 
general mental ability.” 
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The work of tending machinery is not of course to be regarded 
as absolutely automatic. To a certain limited extent the ‘‘tender” 
of machinery rules as well as serves the machine: in seeing that his 
poition of the machine works in accurate adjustment to the rest, the 
qualities of care, judgment, and responsibility are evoked. A great 
part of modern inventiveness, however, is engaged in devising auto- 
matic checks and indicators for the sake of dispensing with human 
skill and reducing the spontaneous or thoughtful elements of tending 
machinery to a minimum. 

So fai as the man follows the machine and has his work determined 
for him by mechanical necessity, the educative pressure of the latter 
fore e must be [iredominant. Machinery like everything else can only 
teach what it practices. Order, exactitude, persistence, conformity 
to unbending law - these are the lessons which must emanate from 
the mac bine. They have an imporlant place as elements in the forma- 
tion of intellectual and moral character. But of themselves they 
contribute a one-sided and very imperfect cciuc:ation. Machinery 
can exactly reproduce; it can, therefore, teach the lesson of the exact 
reproduction, an education of quantitative measurements. The 
defect of machinepy, from the educative point of view, is its absolute 
conservatism. The law of machinery is a law of statical order, 
that everything conforms to a pattern, that present actions precisely 
resemble past and future actions. Now the law of human life is 
dynamic, rec]uiring order, not as valuable in itself, but as the condition 
of progress. The law of human life is that no experience, no thought, 
or feeling is an exact copy of any other. Therefore, if you confine 
a man to expending his energy in trying to conform exactly to the 
movements of a machine, you teach him to abrogate the very principle 
of life. Variety is the very essence of life and machinery is the enemy 
of variety. This is no argument against the educative uses of 
machinery, but only against the exaggerations of these uses. If a 
workman expend a reasonable portion of his energy in following the 
movements of a machine, he may gain a considerable educational 
value, but he must also have both time and energy left to culti- 
vate the spontaneous and progressive arts of life. 

It is often urged that the tendency of machinery is not merely 
to render monotonous the activity of the individual worker, but to 
reduce the individual dilTcrences in workers. This criticism finds 
expression in the sa}ing: “All men are equal before the machines.” 
So far as machinery actually shifts upon natural forces work which 
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otherwise would lax the muscular cncrji:y, it undoubtedly tends to put 
upon a level workers of dilTerent muscular cajxicity. Moreover, 
by taking over w’ork which reciuires great j)re( ision of movement, there 
is a sense in which it is true that machinery tends to reduce the 
workers to a common level of skill, or even of un skill. 

But this is by no means all that is signified by the “eijiiality of 
workers before the machine.” It is the adaptability of the machine 
to the weaker muscles and intelligence of women and thildreii that is 
perhaps the most important factor. The machine in its develoi)ment 
tends to give less and less prominence to muscle and high individual 
skill in the mass of workers, more and more to certain i|iialilie^ of 
body and mind which not only ditler less widely in diflerent men, 
but in which women and children are more nearly on a level w'ith 
men. 

Those very qualities of care and jiulgment, of detailed attention, 
of regularity and i)atience, which, as we saw, are characteristic of 
machine work, are common human qualities, in the sense that they 
are within the capacity of all and that even in the degree of their 
possession and practice there is less dilTerence between the most highly 
trained mechanic and the raw “half-timer” than'»in the [)ossession 
and practice of such powers as machinery has superseded. It must, 
I think, be recognized that machinery does exercise a certain erjualiz- 
ing effect by assigning a larger and larger relative important e to 
those faculties which are siiecific as comj)ared with those which 
are individual. The antagonism between machinery and art in 
this respect is fundamental and irreconcilable. So long and .so far 
as tlie public continue to sink their individual differences as con- 
sumers and employ their expanding powers of purchase in demanding 
increased quantities of the same kinds of consumptive goods, ma- 
chinery, with its economic faculty of exact, cheap, anti ra])id repro- 
duction, will gain an increasing control over the jirocesses of 
production. When the public becomes more individualistic in its 
consumption, in demanding greater variety and adajitability to 
individual taste, instead of immense quantity, this new character of 
consumption will reduce the advantages enjoyed by machinery, and 
will operate as an increased demand for art in the sense of individual 
effort of production. 


See also 210. The Influence of Machinery upon Employment. 
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170. TECHNICAL INVENTIONS AND THE CAPITALISTIC 
SPIRIT* 

Technical improvements in our day have developed beyond the 
dreams of man. They have liberated applied science from the 
organized, living forces of nature, so that it can now utilize the energy 
which the sun has stored up deep down in tlie earth. Applied science 
no longer looks to men of flesh and blood or to the fields and woods for 
aid in making progress; it relies on dead matter and mechanical 
power for its achievement. What is the result ? Technical improve- 
ments know no bounds; they make possible what was inconceivable 
before; they pile up Pelion on Ossa and create the universe anew. 

Nor must we forget the many-sidedness of technical knowledge. 
Every day produces something new, and so creates a need for a new 
form of organization. That only expands the possibilities of the 
capitalistic spirit. 

As technical knowledge advances it influences the will power of 
modern man in his economic activities. But it does more. It also 
influences, nay, often enough revolutionises, his thoughts. 

To begin with, it gives that thought a goal and a purpose; which 
is another way of saying that it stirs and develops rationalism in him; 
and rational thinking, as we know, is an element of the c;ipitalist 
spirit. The influence of technical improvements on the growth of 
economic rationalism in every age has alri'ady been noticed by many 
writers. Every new invention, as one authority puts it, brings man 
into contact with reality, and by so doing crushes the traditional 
habits in his character, which, as we have noted above, arc rooted 
deep in his being. So long as the inventions appear at rare intervals, 
their power to influence man’s natural conservatism will not be great 
It will be merely, as it were, a scratch on the sin face, and before long 
all trace of it will have vanished. But as soon as inventions come 
thick and fast, as has been the case since the opening of the modern 
era, then their effect is more lasting. Constant changes in technical 
processes cannot but influence the state of mind of those concerned 
with them. But when the changes are themselves due, as is the case 
with inventions in our own day, to organized scientific thinking, their 
influence on the psychology of men is even stronger and more lasting. 

All earlier technical advances, remarkable though they were, 
wete empiric in character; they sprang from the personal experience 

• Adapted by permission from Werner Sombart, The Quintessence of Capitalism, 

pp. 332-31. (E. P. Dutton & Co., 1915.) 
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of generations of masters, handed down from one man to another. 
Those engaged in an industry knew all the “ tricks of the trade,” and 
contented themselves with them, d'he expeiiem e uhich had accumu- 
lated in the past was preserved for the future. ]5ut fiom the .seven- 
teenth century onward natural science began to make its influence 
felt in supplanting the gathered expeiience of ages as the soil from 
which inventions sj)rang up. Henceforth new metliods came to be 
used, not because one man who had acquired them by way of experi- 
ence showed the way, but because anyone interested could learn 
the underl\lng technical laws and be assured of success if he con- 
formed to them. Before, men worked according to rule of thumb, 
now they looked to laws, the explanation aiul afiplication of which 
were the w'ork of rational thinking. 

Thought in econonm activities, then, becomes more definite and 
conscious, in other words, more rational, and modem tei hnii al science 
has tended to make it so. But it has also hel])('d to make it more 
exact and [)unctual, by providing the necessary machinery for meas- 
uring quantities, more eqieeially for measuring time. 

(docks have filayed a very imj)ortant part in tjie mental history 
of the business man. Pendulum clocks are said to have been invented 
in the tenth century. Now, the exact measurement of time became 
possible only when the necessary instruments were available, just 
as exact calculations in terms of money became possible only when 
technical progre.ss was able to provide a reliable currency. 

Punctual business likewise owes much to tlie gradual fx rfection of 
technical processes. Exact calculations as to the delivery of goods 
presuppose a reliable system of production; and it is not too much to 
say that modern means of transport have made modern commerce 
into a sort of huge automatic machine. Calculations of all kinds, 
therefore, w'cre to a large extent made possible by technical progress. 
So was the hustle of the modern business man. Would all this haste 
be conceivable without railwa\’S, telegraphs, and telejihones ? ddiere 
are, of course, other reasons also for the breathlessness of modern 
business, but ultimately it is due to technical progress, which intensifies 
it and makes it universal. 

Technical progress can also be held accountable for the particular 
way in which the modern business man looks at the world. Every- 
thing for him is purely quantitative. No doubt this is due largely to 
the habit of appraising all things in terms of money. But it is not to 
be forgotten that what specially characterizes modern science is the 
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same tendency of laying stress on quantity to the neglect of quality. 
The words of Kant are significant. Only when you can express any 
natural phenomenon by a mathematical formula are you entitled to 
speak of a law of nature. 

Nor is this all. Technical progress must also be held responsible 
for another characteristic of our age that we value material things far 
too highly. We have grown rich quickly; we have come to regard 
peace as a certainty; and technical progress has shielded us from dread 
plagues and cholera. Is it suri)rising, then, that all idealistic tenden- 
cies have been flushed into the background by man’s lower instincts — 
undisturbed enjoyment of fdcasures and the craving for creature com- 
forts ? We are like a herd of cattle fieacefully grazing in the meadow. 

The overeslimation of material things has had this result on the 
capitalist undertaker, that it has spurred him on to obtain the means 
of becoming rich. In other words, it has stirred up his acquisitive- 
ness. The puisuit of the dollars is not so imaginary as some million- 
aire philosofihers, writing from their high tower of princely wealth, 
would have us believe. On the contrary, it is one of the mightiest 
motive powers if^j our modern economy; and the intense greed of 
gain, generated, as we have just observed, by the progress of technical 
science, is one clement in the composition of the soul of the modern 
business man. That this profit-chasing is now bereft of any shame 
that attached to it of old, that we no longer think it dishonorable 
for anyone to engage in dollar-hunting, that we mix freely with 
people of whom we know that to make money is their sole aim in life — 
all this has only tended to cultivate this aspect of the capitalist 
spirit still more, and the impetus came from the new trend of things 
produced by advances in technical knowledge. 

Another effect of our keen appreciation of technical improve- 
ments and our overvaluation of their results has been to intensify 
Uie love of profit in the capitalist undertaker in yet another way. 
It has heightened his interest in the technical side of business and 
manufacture. We have already noted it as a characteristic of modern 
economic activities that man is constantly making things, almost 
senselessly increasing them; and that the only explanation of the 
phenomenon (if, indeed, there is an explanation at all) is to be found 
in a certain childish pleasure in technical perfection. And can we 
conceive of such delight except in a technical age ? 

One other point. We have already seen that the bourgeois of 
our age is utterly careless of man’s fate. We noted how man is no 
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l()nj;er the central fact of economic activities aiul economic thought. 
Ii is Ohl\ the j)roce<lure that maitias pro Uu non, transport, jirice- 
formation. In a word, Fiat prodiutio ct petrat homo, liow are wc 
to account for this tendency , if not by tra^ mg it to the changes which 
technical progress has brought about? dVahnology has liberated 
the woik of production from the control of man. Befoie, we needed 
the living organism to regulate production; wc now direct it b\ 
mechanical means. 

The natural world, with its fullness of life, has been shattered 
to atoms, on its ruins an artificial woild of dead matter has been 
erected by human ingenuity. And this is true for the economic s])here 
as for that of technical science. Technical improvements have had tin 
elTect of changing the face of the globe, and our whole view of the- 
universe has changed in consequence, 'fhe more teihnical science 
tended to make man of le.ss and less imjiortaiue in the jiiocess of pro 
duction, the more he was thrown into the background, not only so fai 
as economic activities were concerned, but also in the whole sphere- of 
human thought and action. 


D. Indirect Costs and Social Control 


171. ELEMENTS OF COSl'S' 


Production costs are classified into three priiRi{)al divisions, known 
as the elements of costs: (i) material; (2) labor; (3) exjiense. These 
may be subdivided into; 


(1) Material 

(2) Labor 

(3) Expense 


Direct 

Indirect 

Direct or productive 
Indirect or non-productive 
Direct 
Indirect 


Dhed charges . — “Direct charges’" is that element of cost that 
enters into, and can be charged directly to, the product. 

The cost of the substance out of which the product is made is the 
direct material charge, the cost of the labor apjilied directly to the 
productive process is the direct labor charge; and any other expense 
that can be charged directly to an order, job, or process may be 

’.\dapttd by [x-rmission from J L Nicholson, Cost Accounting, pp. 24-32 
(The Ronald I’ress Co , 1Q13 ) 
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included as a direct charge under the caption “direct expense.” The 
expense of workmen in traveling to and from a job, as well as their 
hotel expenses while engaged out of town on a particular job, arc 
examples of direct expenses. 

Indirect charges, — Indirect material consists of such material 
as factory supplies, which, while used in processes, either does not 
enter into the product itself, or else enters in such a way as not to be 
chargeable conveniently to any particular article. 

Indirect or non-productive labor is that used in ret^airing, handling, 
supervision, etc. — in short, any labor not expended directly on the 
article or process itself. 

Indirect expense as used here refers only to those expenses incurred 
in the manufacturing end of the business whi(h are properly a part 
of the cost of production; e.g., supervision, repairs, light, power, 
depreciation, etc. 

Items composing the indhcct charges. — The following list shows 
some of the more constant items which compose the indirect charges. 
The classification will vary in almost every factory, but the items 
listed almost invariably appear. 


Indirect material 
Oil 

Supplies 

Freight and express inward, when 
charges to direct material cost 
Indirect labor 
Supervision 
Inspection 
Experimental work 
Rent 
Taxes 


Insurance 

Interest 

Depreciation 

Maintenance 

Repaiis 

Power or power i)hnt 

Light 

Heat 

Small tools 

Wastes of material, shrinkage of 
weight, defective work 


Production costs and selling costs. — A clear distinction must be 
made between production costs and selling costs. The latter include 
the selling expenses, such as advertising, commissions, salaries, etc., 
which are necessary elements in determining the price for which an 
article may sell, but have no direct bearing on the cost of producing 
the article itself. The cost of production ends when the finished stock 
is ready for sale. 

The expenses that arise from advertising, commissions, salaries 
of officers, etc., are known as commercial or selling and administra- 
tive expenses. 
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The segregation of administrative expenses, as a distinct class, is 
sometimes a matter of convenience. In the majority of cases the time 
of the administrative force is spent in supervising the selling organiza- 
tion, in soKing problems of production, and in looking after the 
finances of the business. Thereloie, administrative expense is partly 
a production cost, and partly a selling cost. 'I'he purposes of cost- 
tlnding are best served by separating expenses of such a rial me from 
those expenses which arise from production proper and its direct 
supervision. 

Relation of cost elements to selling prke . — The sum of the direct 
material and labor cost is known as the “prime cost." This, com- 
bined with the indiiect costs, gives the final “factory cost." The 
total of the selling and administrative expenses, plus the factory cost, 
shows the cost of making and maiketing the article; and this total — 
plus the profit — gives the actual selling price. 


Profit 

as 


Indirect 

Costs 

50 


Stlling and 
Administra- 
tive Exjicnsc 
25 


Total Cost 
To Sell 

ISO 


Selling 

Price 

17s 


I 


Direct 

Laiior 

50 


Prime 

Cost 

75 


Pinal 

Factory 

Cost 

125 


Direct 

Material 

25 


This relation of the different elements may be illustrated by the 
diagram shown above, which, in the light of uhat has been said, is 

self-explanatory. 

16 
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172. COSTS IN MACHINE INDUSTRY* 

The principle of apportioning the indirect costs according to 
ability to pay is not peculiar to the transi)ortation business. It can be 
traced through numerous other industries, A very good analogy is 
that of the packing business. The original purpose of slaughtering- 
houses was to supply meat. The margin between the price of cattle 
and the price of meat had to be sufficiently large to pay for the cost 
of killing and packing. These costs included two items, the cost of 
handling each particular animal plus a portion of the “overhead.’' 
In the development of the industry it was found that refuse mattci 
could be manufactured into fertilizer, which in the market would 
bring a price somewhat higher than the added cost resulting from 
its production. Even though each unit of fertilizer did not pay as 
much toward overhead charges as each unit of meat did, no injustice 
was done to the purchasers of meat. On the contrary, they might 
profit by the production of the fertilizer, because the total overhead 
expense to be distributed upon the several units of meal was reduced 
by the amount contributed by the fertilizer dejiartment, therein 
enabling the packer to reduce the price of meat. Likewise, other 
by-products cahie to be manufactured and each of them bore a part 
of the indirect costs, thereby decreasing the amount that the original 
product had to bear, and thereby aiding in its ])roduction. 

What has been said about the packing business holds also in the 
case of the petroleum industry and many others. Whenever a by- 
jiroduct can be manufac lured, it is an aid to the industry engaged in its 
pioduction if it contributes even a little to the meeting of the indirect 
costs. 

W. M. Acworth biings out an analogy between rail transportation 
and the production of electricity so convincing that it is well worth 
quoting in full. “The business of electric supiily is usuallv a monop- 
oly, and in this country [i.e., England] it is more often than not in 
public hands, yet electric undertakings usually make charges more 
widely dilTerential than an ordinary railway. A t}pical charge is 
^d. per unit for electricity used for lighting purjx^ses, id. per unit 
for electricity used for power purposes. From the commercial 
standpoint the $d. for lighting is fixed as the maximum which com- 
petition and other illuminants will permit; and id. is a charge made 
to induce users of steam power, gas-engines, and the like to adopt 

* Taken by permission from J. F. Strombeck, Freight Classification, pp. 21-24. 
(Houghton Mifflin Co., 1912.) 
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electricity as a substitute. As a matter of equity the case is this: 
The electric undertaking was established primarily to supply light. 
It involves large capital cost for short-lived macliincr)’ and mains. 
Plant and stall must be capable of dealing with maximum demand, 
and this demand— ‘the peak of the load,’ as it is commonly called — 
only comes for a])out two hours of the day, and that during the 
winter months of the year. For al)out twenty liouis of the twenty- 
four, the bulk of the plant is idle; but interest, depreciation, and 
standing charges are running on all the time. Such service cannot 
but be expensive to give. There is, however, a way to make it less 
expensive. If consumers can be induced by the low i)rice of id. per 
unit to take electricity for power, they will use it in the daytime, to 
some extent even in the dead of night, when the machinery would 
otherwise be idle. The id. - ex hypolhci^i the highest rate the tralTic 
will bear - will more tlian cover the extra c'ost of fuel, and will help to 
dilute the general expenses of the undertaking So far fiom the low 
dilTerential rate being an injury to, or made at the expense of, the con- 
sumers of light, the contrary is the case, 'khe standing charges the 
great bulk of the whole -instead of being charged on, say, 1,000,000 
units, are now spread over b,ooo,ooo, and the cost of supply per unit 
is pro[)ortionally decreased, d'he increase of the low-charged power 
customers is the only means by which the lighting c uslomeis c'an ho[)e 
to see the charges made to them reduced.” 

And still another analogy might be olTered. A manufacturer 1^ 
selling his output in the domestic market at a fixed price, which nets 
him a fair return on his investment. The demands of the home market 
are not sufficient to enable him to run his factory at more than three- 
fourths its capacity. He finds that provided he reduces the price 
somcw'hat he can secure a foreign order which will enable him to operate 
Ills jilarit at its full capacity. This reduced price covers all the direct 
expenses connected with filling the order, and leaves a small margin 
to be applied to the indirect costs of the business. It is good policy 
for him to accept that order. This is exactly the same [irinciplc on 
which carriers give low raU‘s to cheap commodities to encourage* 
their movement. A low-value commodity which cannot bear the 
regular rate is to the carrier in the same relation as the foreign order 
is to the manufacturer. And further, no one can say that the domestic 
purchaser pays a higher price on his goods so that the foreign order 
may be filled at a reduced price. The domestic purchaser docs 
not only not bear part of the burden of the foreigner, but on the 
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contrary he may be benefited by that sale in that the additional 
earnings will enable a reduction in the domestic price. 

173. THE IMPORTANCE OF ADDED BUSINESS IN MACHINE 
INDUSTRY* 

[Note. — In the railroad industry indirect costs are a very large 
part of the total costs. One writer estimates that the following 
statement of the case is fairly typical. The “fixed charges” are of 
course all indirect costs. The dilTcrcnt parts of “operating expenses” 
are made up of direct and indirect costs in varying proportions, as 
shown in the table. The figures of Column III, showing the percentage 
of total expenses chargeable to each specified class of expenditures, 
arc divided in such a way as to indicate how much in each instance 
must be paid out regardless of the volume of traffic (Column I) and 
how much bears a relation to the volume of traffic (Column II). 
Dividend payments arc not considered in this table. 



I 

II 

in 

Independent of i 
Vitlunie of 1 
Trallic 

1 

Dependent on 
\ oliinie of 
'1 r.iUk 

Total 

Fixed charges 

25 

0 

25 

(jeneral operating expenses 

3 1 

0 

3 

Maintenance of way and structures 

10 

6 

16 

Maintenance of equipment 

7 

7 

14 

Ca)nducting transportation 

14 

28 

42 

Total operating expenses 

34 

~ 1 

41 

75 

Total 

59 

41 

100 


The selection taken from Wellington does not make use of precisely 
(he foregoing figures, but it is founded on the same general considera- 
tions and shows why it is, in such businesses, that seemingly trifling 
changes in prices or in volume of business make very great changes in 
the rate of profit.) 

We will assume the case of a fairly prosperous line of the second 
grade whose income and outgo we shall find distributed in something 
like the following manner: 

‘Taken by permission from A. M. Wellington, The Economic Theory of 
Railway Location, pp. 111-12. (John Wiley & Sons, Inc., tSoi.) 
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Per Cent Per Mile 

Gross revenue loo o $7,000 


Operating expenses, unafTected by oil her alignment or 

voliirneof t r.ifTic (50 per cent of operating expenses) 33.3 a»333 

Operating expenses, increasing directly with consider- 
able changes in alignment or volume of trallic, but 
not with trilling changes (40 per cent) . 26 7 i.Sb; 

0|x?raling expenses, increasing directly with the less 

important changes in alignment or trallic (10 [)er 6.7 467 

cent) 

Total of nominal operating expenses 66 7 $4,667 

Add to the latter the rental or interest charge (6 per 
cent on $30,000 per mile, assumed cash cost of 
road and plant) 25 7 1,800 

Total cash cost of producing the transporta- 
tion sold 92 4 $6,467 

Surplus available for dividends, being the business 

profit resulting from operation 76 $ 533 


Let us now sec the efba:! of increasing or decreasing the gross 
revenue 10 per cent, as it is frequently })ossible to do (one might 
l)erhaps more fairly say by probable diflerences of alignment alone). 
We have, if it has been increased: 

Per Cent Per Mile 


Gross revenue no o $7,700 

Operating expenses unaffected by either alignment or 

volume of trallic remain at . 33 3 2,333 

Ojierating expenses incrtMSing directly with considerable 
changes in traffic, but not with trilling changes, 
remain at. . . . . 26 7 1,867 

Operating expenses increasing directly w'ilh less important 
changes in alignment or trallic increase 10 per cent 
and become 74 514 

Total of normal operating expenses . . 67 4 $4,714 

Add to these the fixed rental or interest charge which 

remains at ' 25 7 1,800 

Total cash cost of producing the transportation sold 

becomes ^ 93 i $6,514 

Surplus available for dividends becomes 169 $1,186 
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The surplus availal)le for dividends is more than doulilcd. On 
the other hand, if tliere has been lo per cent loss of tralTic the 
cx])enscs are a little over the receipts, and the road is on the way to 
a receivership. 

174. SIMPLE VERSUS COMPLEX INDUS'ERY 

It has bc'-ome the fashion to refer to industry ])rior to the indusli lal 
revolution, [)arti('u!arly that of the fourteenth and lifteenth centuries, 
as simple industry, whereas the industry of todav is termed complex. 
Let us see preiisc'ly what is involved in this antithesis 

'Phe outstanding features of industry of the fourteenth and 
fifteenth centuries W'ere these: It was small-s(ale iiidustrv , both 
worker and master, even those of limited intelligence, could survey 
and understand the jirocesses involved. Markets were of small 
scale, with respect both to space area and to time area, and smijih' 
commercial organi/ation would sullicc. It was tool industry, so that 
the techni((ue iiu’olved wars simple and imdeistandable. 'Phe social 
structure was rcLitively simple. Industiial control wars ])rimaiil\ 
local, and society lacked its modern interdependence A man of 
but ordinary intc‘lligence and training could appreciate with some 
accuracy his relationship to the rest of orgam/ed societv' It was 
industry where the total costs w'ere almost entirely diicxt cosis, 
so that the master could know', and w'ould know' without the neces-ii\ 
of a complex accounting system, his costs of opeiation. It was 
industry where the initial capital outlay involved w'as exceeding!} 
small. 

Very diffcient things arc true of our modern complex industiy 
It is laigC'Scale industry, so that practically no one in a great organiza- 
tion can know the details of all the processes involved. 'Phe market 
area, both time and sj)ace, is tremendous and the commercial organi- 
zation of society correspondingly intricate, complex, and difficult to 
uncleistand. It is machine industry as op[)Osed to tool industry with, 
all that this involves in intricacy of processes, in difficulty of the 
determination of costs, and in the complexities of social control 
It is a complex inteide])endent society, so that even the most intelli- 
gent master has (Jidicultv' in fully appreciating his relationship to the 
rest of society. It is an industry w'here a large part of the total cost 
is made up of sui)plementary cost, so that pressure is brought upon 
the manager to retain his present volume of business and to develop 
new business under conditions where competition is no longer satis- 
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factory as the law of trade; and finally, it is industry where lar^e 
initial capital outlay is required. 

Some of the conseejuences of the transition from simple to com- 
plex industry may be put as follows: 

1. (’a[)ital is not as mobile as in the mediaeval pciiod. d'he 
railroad iiidu-try furnishes an extreme iIlu>tralion of this fait, 
rills industry is prc-eminentl\' an industry of nnidi fixed, spec iaii/.ed 
(cipital. Tracks, locomotives, cais, etc., require trenuMidiais oiitIa\', 
and when lliese jn^lIl!ments haw bi'cn called into Ix'in;.; they lan bi‘ 
Used Old)’ for the oi.v purpose. Social capital has been ('oininit teal 
to the enteiinise in a way lh.it is nunoc.ible In bolli tlu' railway 
and in othei biisine^'Ses not meiel\ fixed c apital but l he t \peioi\ and 
intiicale oiyani/ation, both indusinal and comnu k laf inal^e c lianyes 
difficult unless one is willing to incur heaw cosi^ Under tlu* regime 
of simple industry, [irocesses were simple and little ctipital was 
required for any new^ business venture. If the venture provi’d 
unsuccessful, the enterjiriser could ^hifl fairly readily to some ollu-i 
line of activity. Ills loss of capital in the old enterprise would not 
be great nor would his cajiital recjuirements in the ntw enteriirise be 
unduly large. It is .self-evident that a very dilTerent situation olitains 
in conqilex industry. 

2. In com[)!cx industry a large part of the costs of ojicration is 
v\ithout any veiy defniite relation to the volume of the business 
tiansacted. d'he jireieding selection showed the importance of 
added business under su(h circumstances. Theic aie circumstances 
where the figures used in this selection would be an understatement 
of the ca^e. This being true, it is not difficult to understand why the 
railroad manager w’ho will develop new business is eagerly sought 
after; nor is it dithcult to see the justification of building branch lines 
which are not in them^^elves profitable, but which bring in a little 
more trafllc for a long haul on the |)arent line. From the manager’s 
ixunt of view, it is clear that he should give low rates on cheap and 
bulky commodities in order to induce them to move and thus increase 
the volume of his business. Thus the significance of the principle 
of “charging w’hat the traflic will bear” is ap[)arent, as is also the 
interest of the public in reduced rates as business dcwelo{Js. Failure 
to reduce rates under such circumstances might mean exce.ssive 
profits for a public utility. 

3. This is perhaps only another way of saying that under com- 
plex industry the relation between total cost of production and the 
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price of the product may be neither clear nor definite. Total cost in 
machine inrlustry may be divided into two parts: (a) those costs 
specifically incurred for a given unit of business and which are vari- 
ously known as prime costs, direct costs, or variable costs; (b) those 
costs which are largely independent of the volume of the business and 
which have been called supplementary costs, indirect costs, over- 
head costs, or constant costs. The preceding paragraph showed that 
it pays to get business at a price which is below total cost, provided 
that price is above prime cost. In addition to this situation, there 
are f)lenty of cases where it will be wise for the manager of a complex 
industry to continue his business even though the price received for 
his product does not suffice to cover even the prime cost. For 
example, it has been asserted that a certain railroad has throughout 
its history hauled coal at less than prime cost because the railroafl 
believed that this was the policy it must follow in order to develop 
manufacturing industries along its lines, and thus secure the traffic 
and profits involved in the hauling of manufactured goods. Another 
example may be found in the case of a manufacturer who believes 
that by a short War he may drive one or more of his competitors out 
of the field, and who accordingly cuts his price below even prime cost. 
Of course this cannot be expected to continue as a permanent policy. 
Another and a somewhat more subtle case is to be found when the 
price is to be cut below prime cost in order to develop added business 
of the same t)pe. The logic of this situation lies in the fact that the 
increased volume of business may result in a difierent proportioning 
of the piiine and supplementary costs through the introduction of 
special facilities for handling this new business. The consequence 
is that the price which was formerly below prime cost is now higher 
than prime cost because the prime cost (per unit) has fallen. 

4. It is difficult for the manager to have complete knowledge of 
the factors involved. On the organization (both commercial and 
industrial) sides of his work, this is readily seen. The pressure for 
added business generally brings about a steady increase in the scale 
of operations so that personal supervision and control are no longer 
sufficient. Impersonal devices must be called to the rescue. 

Of these impersonal devices, accounting, and especially cost- 
accounting, stands out prominently. Cost-accounting in simple 
industry would not be a difficult matter. It would involve no 
intricate computations. In complex industry, however, the cost- 
accountant must grapple with both direct and indirect costs. He 
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must find methods of distributing the indirect costs over the units 
produced. If this is well done, it will be of great value, not merely 
with respect to finding what costs have been, but also wfith respect to 
determining what costs ou^^hl to be 

Mr. F. M. Simons has outlineil the functions of cost-accounting 
carried on within a plant as follows: 

1. The records provide for following the m.iteii.'il fioni the raw state until 
it is finished product and sliowing the aclu.d costs of every act, direct or 
indirect, in the productive i)rotess 

2. A system of reports sets forth this information in such a way as to he 
available for one or more of the following uses' 

a) The records account for all expenditures. 

b) The records enable technical men to make comparisons which nia> 
lead to scientific or technical progress. 

c) I'he records furnish data which guide the company in its polines and 
methods witli respect to 

(1) Estimating and bidding in other work. 

(2) Ericc (iMiig 

(3) Selecting best line to make. 

(4) Making uj) new hues • 

(5) Deciding whether to make or buy. 

d) 'I'he records make possible the development of more complete c^xec 11- 
tive control by 

(1) Comjiarison of .ictiial costs with ideal standards. 

(2) Discovery and e\i)lanation of wastes. 

(3) Checking up jierformam e of standards in use. 

(') d'he records make [lossible the compaiison of dilTerent pciiods of 
production to show the significance of 

(1) Internal changes which have l)ecn imule 

(2) External changes beyond the contiol of the company but beaimg 
on the future of the industry 

5. Competition is not a satisfactory “law of trade” in conijilex 
industry, and the incentives to combination are exceedingly .stiong 
Idle railroad industry again gives an excellent illustration: 

If once a rate war breaks out there seems to be no stoi)ping-pla( e. 
The field cannot be abandoned, for the instrument can produce 
nothing but transportation, and a large part of tlie charges (c g , 
interest on bonds) would accumulate even if not a train moved, if 
traffic falls olT, costs will not fall j)roportionately. It follows, then, 
that a manager may go on for long })eriods “producing transportation” 
and collecting a rate which does not cover his total cost per unit. 



462 


INDUSTRIAL SOCIETY 


provided the rate covers added cost per unit or more. As has been 
seen, he may produce at less than added cost per unit. In addition, 
since the costs are largely joint costs, it may be impossible to know 
definitely until after it is all over just where the line between “paying” 
and “losing” business is (a situation particularly true in the earlier 
(lays of our railroads). It is not surprising that w'e have “Cut-throat 
Competition” under such circumstances. 

Competition does not necessarily mean the “sur\ ival of the fittest” 
in this industry. A bankrupt road, which has been repudiating 
some of its fixed charges and which is willing to skimp its maintenance 
for years; or a round-about road, subsisting largely on local traffic 
and hauling the added through traffic at a ridiculously low rate, may 
be more than a match for the sole cut, direct route — as witness the 
differentials, many of which are allowed “wi'aker” roads to induce 
them to stop fighting the “stronger” ones. 'I'he am lent assumption 
that competition was a piopei “law of trade,” whatever that ma\ 
mean, was based upon the assumption of a “normal” in which com- 
petitive forces had worked themselves into a state of equilibrium. 
Up to the jiresent time machine industry has developed so rapidly 
that a “normal’ has never been attained. The railway of today 
differs from that of 1830 as much as the eaily railway dilTered from 
the turnpike. On both the mechanical and the business sides, 
industry has undergone through constant development what has 
amounted to almost a revolution eveiy few decades. As a conse- 
(jucnce, the conij^etitivc equilibrium has been and seems likely to b^' 
of little significance in complex industry. 

6. Problems connected with the social control of industrial affairs 
are very complex and bafiling in machine industry. It is not merely 
that we “do not know.” We do not know^ that we do not know. Our 
measures of control are largely based upon the Inpothescs of simple 
industry, d'h rough social inheritance the popular mind has been 
firmly established in the dogma of the infallibility of competition 
under any and all circumstances, so that our formal social control 
is organized on the assumption that price should correspond with 
cost and that this will come about wdien the “normal” has been 
w'orked out. 

The situation is far from hopeless, however. We are doing much 
to improve our knowledge of the essential facts of the case, and here 
both technical schools and cost-accounting are rendering and will 
continue to render good service. Then, too, we are gradually coming 
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to a proper realization of the shortcomings of “free’' competition as 
tlie law of trade in complex industry, and are coming to rely more and 
more upon formal social control in the guise of state action la\ing 
down the rules of the game under which our industrial operations 
must be performed. And we are making increasing use of informal 
social control. We are striving to develop codes of ethics and to 
1)1 mg home to the individual a sense of personal responsihiHiy. 

175 COMPLEX INDUSTRY IS DIFFICULT TO RFCUH.A'TI.- 

Whatever might be the outcome of government ri'giikilion in 
this respect, there can be no doubt of the immense dilTi(iilt\’ of just 
and elTicient regulation of llie prices or the profits of industrial 
combinations. 

Consider for a moment the nature of the task which would con- 
front such an administrative body. In the first jilace, it would have 
to possess at all times detailed information reganling all tlu' concerns 
under its jurisdiction. It could not rest conlent with making special 
investigations from time to time on its own initiative 01 on (omjikunt 
Railroad rates and the charges of publu'-service, corporations aie 
ordinarily comparatively stable, and j)iop(‘rly so, but the prices of 
many other commodities, if not of most, are necessarily variable 
'The costs of materials may change greatly and rapidly, d'he condi- 
tions of demand are changeable. Grave injury might be done to 
the public during the time lecjuired for securing information on which 
to base action if such information w'ere not continuously in the posses- 
sion of the regulating authority. Even annual rejjorts would not 
usually be adecjuate; cjuarterly or monthly data would be re- 
cjuired. 

In the second jilace, the amount of detail involved w'ould be 
enormous. A pro{)CT fixing of pi ices would recjuire complete knowl- 
edge of the costs of production and of the amount of investment. 
In order to make sure of obtaining accurate information, the govern- 
ment w'ould have to prescribe the methods of accounting. It would 
be impossible to prescribe uniform methods, as is done by the Inter- 
state Commerce Commission in the case of the railroads. The 
bewildering variety of conditions in the different industries would 
have to be provided for. On the basis of accounting methods thus 
prescribed, detailed reports wa^uld have to be made to the government 

* Taken by permission from E *D Durand, The Trust Problem, pp 51-55 
(Harvard University Press, 1915 ) 
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provided the rate covers added cost per unit or more. As has been 
seen, he may produce at less than added cost per unit. In addition, 
since the costs are largely joint costs, it may be impossible to know 
definitely until after it is all over just where the line between “paying” 
and “losing” business is (a situation particularly true in the earlier 
(lays of our railroads). It is not surprising that w'e have “Cut-throat 
Competition” under such circumstances. 

Competition does not necessarily mean the “sur\ ival of the fittest” 
in this industry. A bankrupt road, which has been repudiating 
some of its fixed charges and which is willing to skimp its maintenance 
for years; or a round-about road, subsisting largely on local traffic 
and hauling the added through traffic at a ridiculously low rate, may 
be more than a match for the sole cut, direct route — as witness the 
differentials, many of which are allowed “wi'aker” roads to induce 
them to stop fighting the “stronger” ones. 'I'he am lent assumption 
that competition was a piopei “law of trade,” whatever that ma\ 
mean, was based upon the assumption of a “normal” in which com- 
petitive forces had worked themselves into a state of equilibrium. 
Up to the jiresent time machine industry has developed so rapidly 
that a “normal’ has never been attained. The railway of today 
differs from that of 1830 as much as the eaily railway dilTered from 
the turnpike. On both the mechanical and the business sides, 
industry has undergone through constant development what has 
amounted to almost a revolution eveiy few decades. As a conse- 
(jucnce, the conij^etitivc equilibrium has been and seems likely to b^' 
of little significance in complex industry. 

6. Problems connected with the social control of industrial affairs 
are very complex and bafiling in machine industry. It is not merely 
that we “do not know.” We do not know^ that we do not know. Our 
measures of control are largely based upon the Inpothescs of simple 
industry, d'h rough social inheritance the popular mind has been 
firmly established in the dogma of the infallibility of competition 
under any and all circumstances, so that our formal social control 
is organized on the assumption that price should correspond with 
cost and that this will come about wdien the “normal” has been 
w'orked out. 

The situation is far from hopeless, however. We are doing much 
to improve our knowledge of the essential facts of the case, and here 
both technical schools and cost-accounting are rendering and will 
continue to render good service. Then, too, we are gradually coming 
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order to meet foreign competition. The government would have 
then to determine to what limit prices or prohts could sub- 
sequently be advanced in order to otTset these reductions. In other 
words, the government would be dealing with a constantly changing 
problem of demand, just as the manager of any private business 
does. 

Particularly difficult would be the fixing of proper prices for 
products produced at joint cost. Take petroleum, for example. A 
wide variety of commodities are derived from the one raw material, 
crude oil. Some of these are in so little demand that they must be sold 
for less than the price of crude oil itself. Others are in great demand 
and can be sold for high prices. It is impossible to use cost as a 
basis for determining prices of the specific products. The relative 
demand for the several products varies from day to day. For a 
regulating body to determine the proper relationship of the prices of 
these joint products is virtually impossible. This and several otlier 
important industries would have to be regulated, if at all, by limiting 
profits rather than prices. 

It is sometimes suggested that tlie same problem of joint costs 
confronts the Interstate Commerce Commission with respect to the 
relative freight rates on different commodities. It should be noted, 
however, that after making due allowance for actual and measurable 
differences in the cost of transporting different commodities, the 
Commission could, without actually destroying railroad business, fix 
precisely the same rate per unit for every class of commodities. Such 
a policy is by no means unthinkable and might be better than the 
often extraordinary dilTerences which now exist. For petroleum 
•products, on the other hand— and the same is true of a great many 
other products produced under joint cost— flat prices would be 
absolutely impossible. Furthermore, it cannot be said tliat the 
Interstate Commerce Commission has satisfactorily solved the prob- 
lem of fixing relative rates on different commodities. It has in 
fact left that problem almost untouched, and if it ever does enter 
seriously upon it the Commission may find difficulties practically 
insuperable. 

One could continue almost indefinitely setting forth the com- 
plexities and difficulties of government regulation of the prices and 
profits of combinations. Most people feel that for the government 
actually to fix definite prices for a multitude of industries, or even to 
limit their profits specifically, would be impracticable. 
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176. CAN WE CONTROL THE GENIE?* 

All this brings us dearly face to face with a very serious problem-- 
wh('ther we possibly can control the great political forces which 
economic forces have created. For the whole political and moral 
evolution was inherent in the machines that replaced the hand labor 
of former times. You would not have had the trusts in a regime of 
hand labor; you would not have had the enormous mills that united 
to form the trusts. It is the machine that has made the size of a mill 
so important and has made it impossible for any but the big one to 
survive. The fact that only a few did survive first caused tliose few 
to compete so vigourously with each other that they made almost 
no profits, then enabled them to save their profits by consolidating, 
and finally incited them to seek, besides legitimate profits to whidi 
they had a perfect right, an income not founded in justice and one to 
which a harsh term may correctly be applied. It is fair to say that 
this whole enormous transformation, which runs through the plan of 
modern industry and through the relations of employers and employed, 
which enters into and perverts our political life, and even lowers the 
moral tone of s6ci('ty, was inherent in the original steam engine 
which Watt manufactured in England more than a century and a 
quarter ago. It was all brewing in that teakettle which as a boy he 
sat and watched, noting the force of the steam as it raised the hd and 
let it fall. He saw that the force might be put to great account in 
driving such primitive machinery as he knew of; but he was far from 
foreseeing the transformingeiTects of the innumerable machines which 
his engines were destined to make available. No one for a hunrlred 
years thereafter realized their full economic and political conse- 
quences. 

From that economic application of physical force influences have 
followed which have put an end to small industry and to the old 
type of democracy. Can we save our democracy under a new form ? 
Can we control the genie that has come out of the bo.x we have 
opened ? That depends on the question whether, as a people, we 
can regulate and guide the gigantic forces that have come into 
activity. 

‘ Adapted by {>ermission from J. B. Clark, The Problem of Monopoly, pp. 21-23. 
(Columbia University Press, 1904.) 
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177- the BRUTE' 

Through his might men work their wills. 

They have bowcled out the hills 

For food to keep him toiling m the cages they have wrought; 

And they fling him, hour by hour, 

LimI)S of men to give him power, 

Brains of men to give him cunning, and for daintu's to devour 
ChildrL'ii’b souls, the little worth, hearts of women, cluMply bought 
lie takes them and he breaks them, but he gives them sianty thoiiglit 

For about the noisy land, 

Roaring, quivering ’neath his hand, 

Ills thoughts brood fierce and sullen or laugh in lust of pride 
O’er the stubborn things that he 
Bre.iks to dust and brings to be. 

Some he miglitily establishes, some Ilmgs down utterly. 

There is thunder in his stiide, nothing ancient (.111 abide. 

When he hales the hills together and bridles up the tide. 

Quietude and loveliness, 

Holy sights that heal and bless, * 

They are scattered <ind abolished where his iron hoof is set; 

When he splashes through the brae 
.Silver streams <iie choked with clay. 

When he snorts the bright cliffs crumble and the woods go down like 
hay; 

He lairs in pleasant cities, and the Iniggard jieople fret 
.Sciu.did ’mid their new-got riches, soot-licgrimed and desolate. 

They who caiiglu and bound him tight 
Laughed e\ult<int at his might. 

Saying, “Now behold, the good time comes for the weariest and the* 
least! 

We wall use this lusty knave. 

No more need for men to skive: 

We may rise and look about us and have knowledge ere the grave ’’ 
But the Brute said in his breast, “Till the mills I grind have ceased, 
The riches shall be dust of dust, dry ashes be the feast! 

“On the strong and cunning few 
Cynic favors I will strew; 

‘ Taken by permission from \V V JVIoody, Poems and Plays, Vol. I, pp. 55-60 
Houghton Mifflin Co., igi2) 
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I will stuff their maw with overplus until their spirit dies; 

From the patient and the low 
I will take the joys they know; 

They shall hunger after vanities and still anhungered go. 

Madness shall be on the people, ghastly jealousies arise; 

Brother’s blood shall cry on brother up the dead and empty skies. 

‘T will burn and dig and hack 
Till the heavens suffer lack; 

God shall feel a pleasure fail Him, crying to his cherubim, 

‘Who hath flung yon mud-ball there 
Where my world went green and fair ?’ 

I shall laugh and hug me, hearing how his sentinels declare, 

‘ ’Tis the Brute they chained to labor! He has made the bright earth 
dim. 

Store of wares and pelf a plenty, but they got no good of him.’” 

So he [)lotted in his rage: 

So he deals it, age by age. 

But even as he roared his curse a still small Voice befell; 

Lo, a still amj [)le<isant voice bade them none the less rejoice, 

For the Brute must bring the good time on; he has no other choice 
He may struggle, sweat and yell, but he knows exceeding well 
He must work them out salvation ere they send him back to hell 

All the desert that he made 
He must treble bless with shade. 

In primal wastes set precious seed of lapture and of pain; 

All the strongholds that he built 
For the powers of greed and guilt— 

He must strew their bastions down the sea and choke their towers with 
silt; 

He must make the temples clean for the gods to come again, 

And lift the lordly cities under skies without a strain. 

In a very cunning tether 
He must lead the tyrant weather; 

He must loose the curse of Adam from the worn neck of the race; 

He must cast out hate and fear, 

Dry away each fruitless tear, 

And make the fruitful tears to gush from the deep heart and clear. 

He must give each man his portion, each his pride and worthy place, 
He must batter down the arrogant, and lift the weary face, 

On each vile mouth set purity, on each low forehead grace. 
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Then, perhaps, at the last day, 

They will whistle him away, 

Lay a hand upon his muzzle in the face of God, and say. 

Honor, Lord, the Thing we tamed! 

Let him not be scourged or blamed. 

Even through his wrath and fierceness w^as thy fierce WTOth world 
reclaimed! 

Honor Thou thy servants’ servant; let thy justice now^ lie shown.” 
Then the Lord will heed their saying, and the Brute come to his own, 
’Twixt the Lion and the Eagle, by the armpost of the Throne. 



CHAPTER VIII 


SPECULATIVE INDUSTRY: RISKS AND 
RISK BEARING 

A. Problems at Issue 

As compared with the customary regime of mediaeval England, 
ours is a speculative society. The term “speculative” is not here 
used in any critical sense. It means simply that in our exchange- 
co-operative society we look to the individual to make experiments — 
to try new ventures, and to estimate needs in old ventures. Such a 
function must be performed by some agency in any specialized society 
if progress is to occur. If the function is wisely performed, so much 
the better for society. It will move forward smoothly and rapidly, 
its people will have the basis for reasonable gratification of wants 
If the function is poorly performed, so much the worse for society. 
Its progress will be halting and uncertain, its people not adequately 
cared for. 

Flowing in part from the speculative character of our industry 
come uncertainty and insecurity. They are not due to speculative 
industry alone. They flow also from machine industry, from speciali- 
zation, from interdependence — and indeed from all the outstanding 
features of our industrial society. 

There would be risks in industry under any organization of society. 
vSome would be peculiar to the given organization, others would not. 
Naturally, any given organization would try to develop means of 
reducing risks no matter to what cause they should be attributed. 
In this section wc shall study the forms of risks which modern capital 
and management have to meet; see the consequences of these risks 
and survey the structures which are emerging to meet the situation. 

QUESTIONS 

1. DifTcrentiate these terms: “speculation,” “organized speculation,” 
“commercial speculation,” “organized commercial speculation,” 
“industrial speculation,” “speculative society,” 

2. “Industrial speculation anticipates the wants of society. If the 
speculator has judged wisely, society is better provided with goods 
than it would have been had its entrepreneurs been averse to taking 
chances If the speculator has miscalculated, he incurs a pecuniary 
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loss and society suffers from wasted resources.” Is this true? Write 
out a similaj- statement concerning commercial speculation. 

; ‘‘The grower, the manufacturer, and the merchant must speculate.” 
Why ? 

; “Commercial speculation is sometimes analogous to insurance and 
sometimes to gambling.” \\ hat does this mean ? 

, ”CommerLial speculation may concern itself either with the space area 
of the market or with the time area.” Explain. 

') “The work of the trader in acquiring goods when they are cheap and 
parting with them when they arc dear results in an increase of their 
utihly to the public.” Do you agree? 

Ilow can one distinguish between legitimate and illegitimate specula- 
tion ? 

s “By leaving it to tlie ojition of the indivklual property-holdcT to uikUt 
take experiments or not as he pleases, society secures most of the gain 
and avoids most of the loss ” Is this true? 

0 Does more siieculative industry me.in more costly industry ? If so, who 
foots the bill ? 

10 What distinction can you diaw between “si)cculative industry” and 
“organi/.ed speculation.” If all organi/cd specuhition were to cease 
what piopoilion of siieculative industry w'ould h.ive disappeared? 

1 1. Describe some of the chad risks in industry. (IroUf) these into classt's 

12 Are risks greater in a ch.inging condition of industry? Why or why 
not? Are risk> greatei in a wide market? 

. ^ Is the [uocess of jiroiluction in modern industry sj)read over a longer 
|)(Tio(l of time and i'> it more roundabout than formerly? Ifow does 
this affect risks ? 

I [ Assuming that industrial methods aic constantly changing, should you 
agree to the suggestion that those persons who are i)ioneers in intro- 
ducing the new' methods make prolits because of the change, and that 
those who cling to obsolete nu thods are commonly losers? Explain 
your answer 

Work through the “classilication of jriicc influences.” What ones of 
these influences are under the control of the individual business man ? 

iC) What is chance? What is its bearing upon the speculative character 
of modern industrial society? .As far as this one factor is concerned, 
is society becoming more or less s[)eculative ? 

17 What factors contribute to making “the mechanism of industry” 
delicate? When once we are awaare it is delicate does that delicacy 
make industry more speculative? 

[S Now that we know there are “fashionable seasons” does the presence 
of such seasons make industiy more speculative? 

IQ What is meant by the industrial cycle? Does it make industry more 
or less siieculative ? 
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20. ‘‘The pecuniary organization of society increases the industrial insta- 
bility.” Is this true ? Assume it to be true. Show that as a matter 
of logic this does not need to be interpreted as a final judgment to the 
effect that the pecuniary organization should be abandoned. 

21. “The railroad and the bank are responsible for the modern industrial 
crisis.” Is this a literal or a figurative statement ? Is it a true state- 
ment, in either case ? 

2 2. Should you expect crises to be more acute in a frontier community or 
in a well-settled community? In a new or in an old country, granted 
approximately equal industrial development ? 

23. What are the essential characteristics of industry in flush times? 
During a crisis ? During a depression ? 

24. It has been said that our society is sensitive to demand, and sensitive 
to shock. Why, in each case? Wdiat bearing does this have on the 
question of insecurity of capital ? Would a sotialistic society be sensi- 
tive to demand and to shock ? 

25. “The economic cycle involves the whole industrial system. No simple 
device will arrest the violence of its rhythm. It can be reached only 
by a complex of many comi)lcmentary measures. We must learn to 
control the introduction of new technique, the demand for goods must 
be steadied, we must develop an art of predicting business conditions, 
a means must be found for co-ordinating recently accumulated capital 
and opportunities for investment; a higher sense of responsibility in 
making loans must be felt by bankers; a feeling of responsibility must 
be engendered in the promoter and means must be devised for checking 
the speculative mania.” (a) Explain the why of each of these state- 
ments. (b) What things, if any, arc we doing along these lines ? 

26. Illustrate risk being reduced (i) by increasing our knowledge of the 
future; (2) by employing safeguards; (3) by insurance; (4) by specu- 
lative contracts; (5) by social control. 

27. Is it possible by foresight and calculation to reduce or to avoid some 
of the risks of industry ? All of the risks of industry ? 

28. Does insurance reduce risks or does it transfer risks from the individual 
to society? Grant that it does only the latter, is the function socially 
justifiable ? Just what is the function of insurance in modern industrial 
society ? 

29. Is it possible to insure your business against “negative” profits as you 
do against fire ? Against what kinds of risk can you insure in an ordi- 
nary insurance company ? 

30 A certain cotton manufacturer displays great ability in the production 
of cloth, but he is nevertheless barely able to keep his head above water, 
because he is a poor judge of the raw cotton market and is more likely 
than not to buy when prices are inflated. Show how he could liberate 
himself from the consequences of this defect of judgment. 
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31. Miller A always covers purchases of wheat for milling by correspond- 
ing short sales. Miller B boasts that he is no speculator, and 
refrains entirely from transactions on the exchange. Whethei 
prices rise or fall, A is insured his miller’s profit, and never receives 
more. If prices rise, B makes a profit over aiul above his miller’s 
profit. When prices fall, not only may his millei’s [irofit be wiped 
out, but he may incur additional losses. Which one is really the 
speculator ? 

32. During the Civil War certain wool manufacturers made enormous 
profits because of the rise in price of raw materials which they had on 
hand. After the war there were cases wliere these proiils were nearly 
wiped out by losses consequent upon the fall in prices of raw materials 
Explain. Could the loss have been avoided ? 

33. Speculators are often regarded as mere gamblers. If the whole body 
of speculators were to cease buying and selling grain, and limited them- 
selves to betting upon the course of prices, w'ould the work of commerce 
and industry be carried on e.\a< tly as it is at present ? 

34. “The speculative trader of the board of trade is another siiecialist ” 
Is this true? If so, in what does he siieciali/e? 

35. What is the distinction between trade profit and speculative profit in 

hedging operations? ^ 

36. “The board of trade is one of the greatest insurance institutions in 
existence.” Do you agree? 

^7. “Speculative contracts do not reduce risks; they simply pass the risks 
along, and society must face as many and as great risks as would have 
been the case if no such device as speculative contracts had arisen.” 
Is this true ? 

38. Make a list of at least six kinds of speculative contracts. 

39. “The lack of a well-co-ordinated system of control makes industry 
resemble, at present, a mob rather than an army.” Upon what does 
society de[)cnd for the correlation of industrial units ? Is its dependence 
well [daced ? What bearing has this question upon the topic “s[)ecu- 
lative industry” ? 

40 What is meant by referring to the entrepreneur as a risk-taker ? As 
an insurance agent for the other factors of production ? 

41. If we were to have a socialistic society would risks (lisa[)pe<ir ? 

42. Would there be a risk-taker in a socialistic society? V\fi)uld there be 
any of the functions of modern insurance performed ? 

43. Is our society really more speculative than that of the Middle Ages? 
If so, what factors have made it so? In any event, what are the indi- 
cations for the future ? 

44. Draw up as long a list as you can of the various devices and structures 
which have been developed as a result of the speculative character of 
industrial society. 
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B. The Meaning of Speculation 
178. SPECULATION* 

Now speculation is an all-embracing word, overworked, threadbare, 
and worn to the bone. Originally, it meant “to see,” then “to view,” 
“watch,” “spy out,” then “exploration” or “contemplation.” When 
thrift came into the language and men ceased burying their gold, it 
began to take on a new meaning. The spirit of legitimate adventure 
that entered men’s minds when the Most Christian Kings abandoned 
brute force and repudiation, led men to buy things in tlie hope of selling 
them at a profit. It was risky business at first, and capital then as now 
was timid. The High Finance of the Middle Ages was not easily for- 
gotten. But little by little channels through which enterprise might 
flow into wealth came into being, and confidence came with them. 
This was called speculation. 

By the time Adam Smith wrote his Wealth of Nations (1776) the word 
was firmly fixed in the language. “The establishment of any new 
manufacture,” he said, “or any new branch of commerce, or of any 
new practice in agriculture, is always a speculation from which the pro- 
jector promises himself extraordinary profits.” How the early channels 
of speculation broadened into great rivers, how confidence grew as tlie 
art of making money and increasing it developed, how speculation led 
to tlie opening of new countries, all this is a fascinating story. And 
yet the speculation of today is no dilTerent in its clementals from that 
of the early Greeks: the same spirit of “divine unrest” that s])urs on 
tlie philosopher in his study stimulates the explorer of strange lands, 
beckons on the engineer and the builder of railwavs, and attracts tin* 
capital of the adventurous investor. We cannot stoj) it if we would, 
because hope, ambition, and avarice are fundamentals of human nature 
The police cannot arrest them; they are fixed and immutable. 

If there is more speculation in material things today than there 
ever was before, it is because there are more things to speculate in, more 
money to speculate with, more people to speculate, and more machinery, 
like telephones and telegraphs, to facilitate speculation. Capital, credit, 
and new undertakings grow day by day and open new avenues of possible 
profit. The per capita wealth of nations, growing by what it feeds on, 
constantly seeks new fields for enterprise and adventure. The intelli- 
gence of the people increases by leaps and bounds, and goes peering 

‘ Adapted by permission from W. C. Van Antwerp, The Stock Exchange from 
Within, pp. 36-39. (Doubleday, Page & Co., 1913.) 
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curiously into all the little nooks and crannies of the world for oppor- 
tunities of gain--the apotheosis of speculative enleiprisc. 

All forms of human endeavor in material things aie, or were at Llieir 
beginning, speculation. Every ship that goes to sea carries with it a 
speculation and leaves anotlier one behind it at Lloxds. kA-ery man 
who insures his life or his house bu\s a speculation, and every com- 
pany that insures him sells one The farmer s])eculates when he ferti- 
lizes his land, again when he plants his seed, and again wlu n he sells his 
crop for future delivery, as he often does, before it is planli'd or befoie 
it has matured. The merchant contracts to till his shelvc's long before 
spring arrives; he is speculating. 'The manufacturer sells to him, 
speculating on the hope or belief that he will be able to buy 1 lu‘ necessiir.v 
raw material, and again on the labor, the looms, and the spindles neces- 
sary to make tlie delivery. In the South the grower of cotton and in 
Australia the grower of wool are likewise speculaling on the probability 
of a crop and on the price at which they may sell to this manufacturer 
It sounds like “This is the house that Jack built” and its endless chain 
of sequences; a chain, indeed, and one no stronger than its wcMkest link. 
Interfere with any i)art of it, and the whole commercial structure whit h 
it binds together must fall apart. The grower, theliianufatturei , and 
the merchant must speculate. 

179. COMMERCIAL SPECULAdTON' 

Commercial speculation is sometimes analogous to insurance and 
sometimes to gambling. In the former case it is said to be legitimate, 
in the latter it is siiid to be illegitimate. But the legitimate and illegiti- 
mate transactions are so much alike in their form, and so incvtiicably 
mingled in practice, tliat it is often extremely hard to draw the line 
between them. 

A large speculative clement is involved in trade of every kind, d'he 
trader seeks to buy articles at as low a price as he can and to sell them 
at a higher price. He may do this either by buying them in a market 
where they are cheap and selling them in a market where Uiey are 
dearer; or by buying them at a time when they are cheap and selling 
them at a time when they are dearer. The dilTcrencc between his buying 
and selling prices represents his profit on the transaction. The uncer- 
tainty attaching to the amount of such profit makes the operation a 
speculative one. There is a serious risk of loss, which the trader 

* Adapted by permission from A T. Hadley, Economics, pp. loo-iii. (G. P 
Putnam’s Sons, 1899.) 



476 


INDUSTRIAL SOCIETY 


assumes for the sake of a possible gain. Unless we can prove that the 
gains are honestly earned by some service to society, we shall be forced 
to regard them as little better than book-makers’ profits. 

Those who hold the commercial theor}' of value believe that trade 
renders a service to society, independent of the labor of distribution, 
and that this service is of essentially the same cliaiacter whether the sale 
be made in a different market or in the same market. They hold that 
the work of the trader, in acquiring goods when tlicy are cheap and 
parting with them when they are dear, results in an increase of their 
utility to the public. If an article is unusually cheap, it means tliat the 
supply is unusually great and the utility of additions to the supply less 
tlian it ordinarily is. If it is unusually dear, it means that the supply is 
unusually small, and the utility of additions to the supply greater 
than it ordinarily is. 

Down to the present century, a large part of the s[)cculative profits 
were made by taking advantage of dil'ferences of price in ditlerent places 
— chiefly in connection with foreign trade, 'hhe means of communica- 
tion and transi)ort were so defective that there was often a great scarcity 
of an article in one region and an abundance of the same article in 
anotlier. The shqmvners who moved the article from the latter place 
to tlie former had a chance of enormous profits But the business 
was also attended by great risk. Transj)ortatioa was far less safe, either 
from the elements or from human violence, than it is today. There 
was no telegraph, no good postal service, no efficient protection from 
pirates by sea or highway robbers by land. All these causes combined 
to render die arrival of goods so uncertain that the very wages of the 
seamen were made contingent upon the safe delivery of die cargo, and 
the whole body of sailors thus became participants in the speculation. 

The nineteenth century has witnessed a change in these respects. 
Improved means of communication have greatly lessened die differences 
in price in dilTerent markets. It is no longer possible to have a glut of 
wheat in Chicago and a scarcity in Liverpool. The modern post-office 
and the telegraph furnish prompt information of what is going on all 
over the world and enable merchants to know where goods arc most 
needed. The steamship and the railroad furnish a quick and safe 
means of placing the goods where they will meet such needs as may arise. 
The dillerence of price of any staple ardcle in two large wholesale 
markets will not generally be much greater than the cost of transporta- 
tion from one to die other. So moderate have the profits from this 
source become that the business of those who try to secure them is now 
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known as arbitrage rather than speculation. Only in the trade with 
barbarous or ha If- civilized races does foreign commerce retain its char- 
acter as an extra-hazardous business. 

The speculator of today makes his money chiefly by taking advan- 
tage of differences of price between dillereiit times rather than between 
dilTerent markets. It is not so much the difference in the price of wheat 
in Chicago and in Liveq^ool which furnishes tlie source of his profits, as 
the difference between its price in Chicago this month and ne\t month. 

When such speculation anticipates an actual demand, it is of great 
service to the community. The long time which elapses between pro- 
duction and consumption, between contracts and their fullilment, 
makes it extremely important to have responsi])le men to antic ipate 
the wants of the market and take the risks on their own shoulders. If 
I wish to build a house, I ask a builder to give me an estimate of the 
cost. lie in turn goes to dealers in lumber and other materials and 
asks them to tell at what price they will deliver him the goods when he 
wants them. In this way he knows apjiroximately what it will cost 
to build the house. The lumber dealer piobably contracts to deliver 
lumber which is not now in his possession. But if he understands his 
business he knoevs more accurately than anyone else what its future 
price is likely to be. He habitually makes his j)rolit by his sui)erior 
knowledge; but this profit is far less than the loss which would be 
involved if every builder at the time of making a contract had to buy 
all the lumber he was going to want six months hence, leaving his 
capital (and the community’s capital) unproductive for that length of 
time, besides being subject to the dangers of loss by fire. 

Nor does this case illustrate the full measure of service which 
legitimate speculation is able to render the community. Siijiposr 
that the cotton crop of this year is an unusually small one. d’he [)ri( e 
will go up, the amount of manufacture lessen. Ikit the cotton 
brokers foresee that next year’s crop will be larger. They therefore 
contract to make future deliveries at lower rates. The manufacturers 
do not need to buy raw material in advance of their actual wants 
They use up the old stock just as the new crop comes in, and the 
mercantile community gradually accumulates other reserves from 
this large crop which may become available for use in a year of 
scarcity. The effect of such speculation is to equalize the supply of 
cotton in different years, and to render its price comparatively steady. 
More steady price makes larger consumption and manufacture foi 
consumption; it therefore tends to increase the total quantity 
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demanded and to benefit producers also. If we compare the prices 
of the present day with those prior to the development of speculative 
activity, we find that the margin between the amounts paid to pro- 
ducers and those charged to consumers is much narrower now than 
it was before. Part of this dilTerence is due to cheap transporta- 
tion; but a part is due to the action of speculators in minimizing 
the effect of variations in production upon prices paid to the 
producer. 

This is the effect of legitimate speculation -anticipating move- 
ments of supply and demand and taking fair risks. Unfortunately 
there is a mass of speculation which is not legitimate — which is either 
pure gambling or something worse. If a man goes into the purchase 
of grain or cotton not because he foresees that it will be wanted, but 
for the excitement of the wager, he is doing the same kind of business 
as the man who bets on a horse race or on cards. The amount of these 
gambling transactions veiled under the forms of commerce has become 
very large. In many cases it has assumed the proportions of a public 
evil. 

The difference, between legitimate speculation and gambling lies 
neither in the subject-matter nor in the form of the transaction, but in 
its intent and purpose. Legitimate speculation involves anti( ipation 
of the needs of the market and a power to assume risks in making 
contracts to meet these needs. A failure to fulfil either of these 
requirements makes the operation an undesirable one for the public 
to tolerate. If a man, instead of anticipating the needs of the market, 
attempts to manipulate that market by combinations and corners, 
any gain that he makes is usually at the expense of the public. A 
stricter enforcement of laws with regard to conspiracy, and, what is 
more to the purpose, a better understanding by the business commu- 
nity of the distinction between what is good and bad public policy in 
the matter, would do a great deal to remedy some of the worst evils 
with which speculation is attended. Of even more importance is the 
requirement that a speculator should actually take the risks which he 
pretends to take. lie should speculate with his own capital and not 
with other people’s. If a man speculates with his own capital the 
transaction is likely to be a legitimate one; if he speculates with the 
capital of the community it is almost always pure gambling, whether 
he intends it to be so or not. 


See also Is Exchange Productive ? 
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i8o. INDUSTRIAL SPECULATION* 

It is not only in commercial matters hut also in industrial ones 
that the speculator exercises a dominant inllueiue. He controls 
production as well as trade. What the meiahant does when he 
buys products in the hope of sHlm^^ them at an advanced piiie, the 
manufacturer is doin^ when he hu\s labor in the hope of scllm;.^ the 
results of that labor at a piolit. 'I'he whoh* wa.i^e s\ stem is one uinh'i 
which the cm{)lovcrs of the country pait with i)iopert\’ lights todav 
in the hope of securing larger propertc lights in the futuu'. Pait of 
their prosperity arises from skill in oigani/ing labor, pait, and usually 
a larger part, arises from skill in foieseeing the w.ints of the maikel. 
The success or failure of a man engaged in manufacturing, in trans- 
portation, or in agriculture depends more upon his skill as a prophet 
than upon his industry as a producer. 'The industrial develojiment 
of the last three or four hundred years, light 1\’ inleipieti'd, is an 
account of the reasons w'hicli have led souely to put the control of its 
industry into the hands of a body of speculative investors. 

All productive industry involves a certain amount of risk. When- 
ever time elapses between the ajiplication of labor aiyl the com|)h'lion 
of the product of labor in a form available for actual enjoyment, 
there is an advance of capital to the jiroducers for the sake of a remote 
and generally somewhat unknown result. In the building of a factory 
or a railroad a great (U‘al of food is consumed. Whether th(' product 
of the labor thus applied will be as useful to the community as the 
food which was consumed by those who have produced it, is always 
somewhat uncertain. The more remote the consumers in time or 
place, the greater is the uncertainty and the more speculative the 
whole transaction. 

Especially prominent does this uncertainty become in the at^{)lica- 
tion of any new process or the development of any new locality. 
Under old conditions, exiierience has i)roved what products are 
wanted and how labor can be economically applied; but every new 
invention or new settlement involves a multitude of new and unknown 
conditions. A large proiiortion of the capital embarked in such 
enterprises is lost. A large prot)ortion of the food consumed by the 
laborers engaged in such undertakings is virtually wasted. 

Are we then to forego all chance of such progress ? No. The gain 
to the community as a wdiole from one successful c.xperiment may 

* Adapted by permission from T. Hadley, Economics, pp. 1 12-15. (G. P. 

Putnam’s Sons, 1899 ) 
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outweigh the loss from ten unsuccessful ones. The conservative 
nation that never changes its methods avoids a great many losses, 
but it fails to make the conspicuous gains which constitute modern 
industrial civilization. The problem of industrial growth can be 
solved only by encouraging enough experiments to secure progress 
without encouraging so many as to destroy the whole accumulated 
capital of the community. We have tried to accomplish the former 
object by giving individual possessors of ca])ital the chance of realiz- 
ing large profits in case of success, and to protect ourselves against 
the latter danger by insisting, at least in theory, that a man shall make 
these experiments at his own expense. If everybody were free to 
undertake them whether he had proved his fitness by accumulating 
private capital or not, the food supply of the community would prob- 
ably soon run short. If nobody were to be allowed to make them until 
the whole community was ready to vote for their adojition, they would 
be indefinitely delayed. By leaving it to the option of the individual 
property-holder to undertake them or not as he pleases, society secures 
most of the gain and avoids most of the loss. It allows him to waste 
part of the capital of the community in unsuccessful experiments, 
believing that his example will be a warning to prevent others from 
following in his track, and that the immediate loss to the community 
may become a means of future gain. It guarantees him the good 
results from the successful experiments, trusting that competition 
will subsequently prevent his profits from being too large. 

See also 199. The Entrepreneur as a Risk-Taker. 

327, Functions of the Entrepreneur. 

C. Risks of Modern Industrial Society 
181. CLASSES OF RISK' 

All risks may be divided into static risks and dynamic risks. 
Static risks are those risks which would be found in a stationary state 
of society. Among them are those due to natural causes, such as 
damage by lightning, hail, eartliquake, storms, disease, and many 
others. Risks arising from ignorance are a large class, which includes 
many fires, bankruptcies, sicknesses, accidents, early deaths, and 
failures in bu.siness from misdirected efiort. Carelessness is closely 
akin to ignorance as a cause of damage. Lack of moral character 

* Taken by permission from John Haynes, “Risk as an Economic Factor,” 
Quarterly Journal of Economics, IX (1894 -95), 412-14. 
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gives rise to a class of risks known by insurance men as moral hazards. 
The most familiar example of this class of risks is the danger of incendi- 
ary fires. Dishonest failures, bad debts, etc., would fall in this class, 
as well as all forms of danger from the eiiminal classes. When these 
risks are spoken of as static, it is not meant that d\namic changes 
cannot modify them. Such is not the case. The invention of Jie 
electric light was a dynamic change which has modified the danger of 
damage by fire. Nevertheless, we may legitimately use the word 
‘‘static’’ because, even in a stationary state of society, we should 
expect risks of the same essential kind. I'he amount of loss coming 
from static risks is incapable of calculation, but is certaiidy very 
great. The losses direct and indirect by fire alone arc estimated 
by Mr. Edward Atkinson at $250,000,000 for the United States in 
1S93. 

Other risks may be called dynamic, because they are risks of 
damage which may be directly due to dynamic changes. 'I'hese are 
chiefly of two kinds, the first being changes in the wants of society. 
As civilization advances, human desires are subject to constant modi- 
fication and to sudden changes in amount and direction. Changes 
of style which cannot be foreseen by producers aVe an example of 
changes in the wants of .society. A stock of men’s hats which is stdable 
today will, perhaps, be utterly without a market next year. A 
detder who has an overstock is subject to heavy loss. 

In the second place, changes in methods of production give ri.se 
to losses which may be subdivided into two classes. The first arc 
the losses which fall upon those who are attempting to introduce new 
proccs.ses. “The unccTtainti(,*s,” .says Profccssor Clark, “that attend 
the introduction of a new process arc d\'namic, since they would 
have no existence if industry were to continue in a stationary state. 
Tlicre is the chance that the process may be mechanically defective. 
It may not create the desired commodity as the projector of the 
enterprise expects. If, on the other hand, the (l)'namic change con- 
sists in offering some new commodity for the comfort and pleasure 
of consumers, the public may fail to give the expected welcome.” 

The second are losses which fall upon producers in conseciuem e 
of the introduction of improved processes by others. There is con- 
stant danger that an innovation or an improvement of some kind will 
destroy the value of property in which a great amount of capital has 
been invested. Losses of this kind dilTer from those of which Pro- 
fessor Clark speaks, in that, while causing a loss to individuals, they 
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bring a social gain. The wealth directed to the unsuccessful venture 
might have been employed in lines of static activity; but, by being 
diverted, it is lost, not only to its owner, but to society as well. In 
the second case, though society is a gainer by the improvement, indi- 
viduals are large losers. Losses of this kind have been exceedingly 
common in recent years. A notable case was the destruction of 
capital incident to the o])ening of the Suez Canal. The ships, mainly 
sailing vessels, which went around the Cape of Good Hope and carried 
the products of India, were not adapted to the canal, and an amount 
of shii)ping estimated at two million tons was rendered practically 
valueless. Several years ago it was discovered that worsted goods 
soon became glossy, and that by an improved method this defect 
could be remedied. The Bradford manufacturers of worsted were 
unwilling to incur the great cxpenhc of changing their method. The 
French quickly made the change, and secured most of the market. 
The English made the change too late to save their trade. In this 
country a large manufactory made the change at once at a cost of 
tlirec-quarters of a million dollars. It is clear that the total amoun) 
of dynamic losses must be very great. 


See also 174. Simple versus Complex Industry. 

182. INFLUENCES THAT DISTURB THE S'kATIC 
EQUlLIBKIUiAU 

It might seem that the influences that disturb such a static equi- 
librium are too numerous to be described; and yet these changes may 
be classed under live general types: 

1. Growth of population , — The supply of labor is increasing, and 
this fact of itself calls for continual readjustment of the group 
system. 

2. Increase of capital.— The amount of capital is increasing, 
and this change also disturbs the static equilibrium and calls for a 
rearrangement. 

3. Changes of we/Z/od.- Changes take place in the methods of 
production. New processes are devised, improved machines are 
invented, cheap motive powers are utilized, and cheap and available 
raw materials are discovered, and these changes continually disturb 

' Adapted by permission from J. B. Clark, Essentials of Economic Theory 
pp, 203-6. (The Macmillan Co , 1907.) 
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the static state. There are certain to be improvements on the older 
methods of production, for a law of the survival of the fittest insures 
this. 

4. Changes in organization.— 'V\\(txQ, are ehanj^es in the mode of 
organizing the establishments in which commodities arc produced, 
and so far as these occur under a regime of active u)m])etition tliey 
also are improvements and give added power of production. The 
mills and shops become larger and relatively fewer. 'I'here is a great 
centralizing movement going on, since the large shop undersells and 
suppresses the smaller one, and combinations uiiite many gieat shops 
under one management. 

5. Changes in consumers^ wants. The wants of uinsumers aie 
changing. They are growing more numerous as well as more refined 
and intellectual, d'his expansion of desiies follows the general 
increase of productive power, suue ever\one alu'ady wants some 
things that he cannot |)rocure, and all society has a fringe of ungrati- 
tied wants just beyond the limit of actual gratification. Kvcai if all 
these wants that are now near the point of actual satisfaction were 
to be satisfied, the desires would at once project themselves farther. 
The mere increase in earning power without an\; special education 
enlarges the want scale, but intellectual and moral growth co-oi)erates 
with it in that direction and calls latent wants into an active state. 
More and more eagerly do men seek things for which the desire was 
formerly dormant. Changes of this kind allect values, cause labor 
and capital to move from group to group, and thus cause society as a 
whole to produce less of some things and more of others. They 
sometimes cause wholly new groups to appear, and draw workers and 
equipment from the old ones. 


See also 209. Changes of Industrial Structure and Unemployment. 

183. CLASSIFICATION OF PRICE INFLUENCES' 

[Note.— Ours is a pecuniary society. Industry is conducted on 
a price basis. This selection shows how numerous are the risks of the 
business man, no other factor than change of price being considered.] 

We may now fitly review the theory of prices by enumerating the 
various possible causes which might decrease the price of, let us say, 

‘ Taken by permission from Irving Fisher, Elemcnlary Principles of Economics^ 
pp. 408 Q (The Macmillan Co., 1912 ) 
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pig iron in New York. Its price might fall for any one or more of the 
following reasons: 

I. A rise in the marginal desirability 0/ money due either to — 

A. A rise in tlic purchasing power of money through 

1. A decrease in money or deposit curicney, or 

2. A decrease in their velocities, or 

3. An increase in the volume of trade; or to 

B. An impoverishment or reduction of incomes. 

II. A fall in the marginal desirability of pig iron due either to — 

A. An increase in the amount of pig iron used, through 

1. Importation of pig iron from other places where Us price is 
lower than in New York, or 

2. Short sales of pig iron for future delivery in expectation of a 
fall of price, thus releasing to present use such stocks as 
would otherwise be held over for the future, or 

3. A decrease in its cost by 

a) A saving of waste, 

b) A saving of labor, 

c) A decrease in the price of iron ore or other prices enter- 
ing into its cost, 

d) An increase in the price of by-products, or 

4. A trade war, or to — 

!k A fall in the marginal desirability of a given quantity of pig 
iron, through— 

T. A decrease in the price of iron products through decrease in 
marginal desirability of the satisfactions tliey yield, be- 
cause of 

a) An increase in their amount, 

b) A change in fashion, etc., or 

2. An increase in substitutes for i)ig iron, or 

3. A decrease in complementary articles, or 

4. An increase in the rate of interest whereby the value of pig 
iron is obtained (by discounting the value of iron products) 
through an increase in the marginal rates of impatience, 

0) From a change in human nature 

(1) By decreasing foresight, 

(2) By decreasing self-control, 

(3) By increasing shiftless habits, 

(4) By decreasing regard for posterity, or 
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b) From a change in incomes 

(1) By shifting their distribution in time toward the 
future, 

(2) By reducing their size, 

(3) By increasing their uncertainties. 

Back of these causes lie otlier causes, multiplying endlessly as we 
proceed backward. But if we trace back all of these causes to their 
utmost limits, they will all resolve themselves into changes in Uie 
marginal desirability or undesirability of satisfactions and of efforts, 
respectively, at different points of time, and in the marginal rate 
of impatience as between any one year and the next. 

See also 153. Interdependence of Prices. 

184. C1I.'\X('K‘ 

We all cmi)loy the word “chance” and imagine ve mean something 
by it. The most ardent naturalist, insisting most stoutly on I he reign 
of law, cannot altogether cleanse his mouth of the word. It and its 
compeers play an important part in life. Chance, luck, casualty, 
happenings, accident — take these and kindred words from our speech, 
and we should not easily communicate with one another. Siiue these 
words maintain a persistent life through all the advance of science, 
they must have some use and point to something about which we often 
need to speak. 

What that something is, is plain enough, it may be said. “Chance” 
means uncertainty; not uncertainty in the frame of things, but uncer- 
tainty in the beholding mind. That is all. “Chance” is a negative 
term. It announces the absence of knowledge and is a way of slat mg 
ignorance. When we cannot trace the causative connections which 
have brought an event about, wt say it was due to chance. Such a 
word furnishes a convenient label for marking occurrences as still 
dark. Not detecting the tie between A and B, we say B follows A by 
chance, meaning merely that there is uncertainty there. Tliis uncer- 
tainty it would be ridiculous to su{)})ose exists in the order of things, 
but it is far from ridiculous to say that I can discover no bond. By 
chance then I indicate notliing of a positive kind, but merely state 
that as yet I have no full acquaintance with A, B, and their con- 
nections. 

* Adapted by permission from p. H. Palmer, The Problem of Freedom, 
pp. 131-39. (Houghton Midlin Co, 1911.) 

17 
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A few instances will set forth this frequent meaning of chance. I 
shake my dice-box, and say it is all chance how the dice will fall. 
Nobody understands that in the brief space between box and table 
causal agency is suspended, nothing obliging one of the dice to turn 
uj) the number six. I certainly never intended such a notion, rather 
this: it is impossible so precisely to reckon the forces which steer that 
bit of ivory that we can forecast the number which will finally appear. 
Such minutcne.ss of knowledge implies a delicacy in observing the 
comple.x play of forces about those little objects which nobody toda\ 
[lossesses; and though I can make a fairly accurate guess as to the 
frequency with which the number six will turn up, this will not at all 
hinder my attributing the result to chance; for I still wi.sh to mark 
the fact that I know nothing of the way in which laws of gravitation 
have been attacking the diHercnt sides of the cube. 

Is this the only meaning of chance, or is chance also objective? 
I believe it is objective. This world is not altogether an orderly 
affair. I hold that, apart from our defective knowledge, there are 
uncertainties in the nature of things. In offering a doctrine so un- 
fashionable I had probably better state at once a case where chance 
can be seen to bb present and then e.xamine criticall\' how far such 
chance conflicts with the reign of law. 

Suppose I am throwing stones at a mark. Ikich stone I hurl as 
vigorously as possible and all in the same diiection. As I throw 
the last one a bird flies across; and the stone, instead of moving imiin- 
peded to its mark, collides with him. He is killed. What killed 
him ? Chance; his death was due to accident. Of course this does 
not mean that there was no causal sequence attending the death and 
that his existence ceased of itself. Everybody knows it was the stone’s 
blow that killed him and that it would kill any similar bird in similar 
circumstances. On that point there is no dispute. Sequential causes 
were at work and without them the bird would not have died. Where 
then is the chance ? It is found in the concurrence of the flight of the 
bird and the flight of the stone. What induced that ? The bird was 
propelled to that particular spot through a long series of sequential 
agencies. He is an instinctive creature, operated, we will suppose, 
entirely by reflex action, which inevitably brought him to this place. 
In a similar fashion the stone was projected from me sequentially. It 
is true I waS conscious of the process, even had in mind the ideal of 
reaching a certain mark. But, after all, I was obliged to use causal 
agencies, sequential agencies, to effect my purpose, and there stretched 
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behind my action a long series of such agencies, inducing me at just 
that moment to think of throwing the stone. I threw, and it reached 
a certain point in the air at just the moment the bird also reached 
that point. But what, I repeat, caused that “ also ” ? What brought 
about that co-ordination of the one sequential series with the other? 
The two lines of sequence intersect. For each of the two the causa- 
tion is complete and evident; it is sequential causation, fixed, invari- 
able, each line secured by its past and capable of only a single issue in 
the future. We do not inquire therefore what induced tliese lines of 
sequence. But there is a something more. What induced their 
intersection ? Can any sequential cause ex])lain that ? 

For such coincidences we do well, 1 believe, to .say there is no jiroper 
cause, that they are affairs of chance, luck, or accident; for these 
terms by no means exclude sequential causation moving in straight 
lines. They merely note the absence of those antesecjiiential terms 
by which combinations arc effected. Chance might be defined as 
planless concurrence, and when it is so defined, we discover it all 
around us, in great things and in small. It was an accident that the 
winter was exceptionally severe after the landing on our shore of the 
Pilgrim Fathers; that the tower of Siloam fell on those particular 
persons; that the jiartridgc tlew past me when I did not have my gun. 
The liberties of Fngland are largely due to chance in the storm which 
arose soon after the sailing of the Spanish Armada, For however 
minutely we might become accjuainted with the sequence of conditions 
which led up to the storm, or to that other sequence which led up to 
the sailing, we should never discover the wreck among them. That was 
an accident, the coming together of two independent lines of causation 
which until that coinciding moment had no reference to one another. 

A piece of chance shaped my life. As a young man I sought a 
place at a western university. I was appointed, but the letter inform- 
ing me was lost in the mail. After waiting through several dis- 
consolate weeks, I accepted a position at Harvard. Every man’s 
experience will furnish similar instances; for no day goes by, no hour, 
in which we are not met by some accident or other. 

185. THE DELICATE MECHANISM OF INDUSTRY* 

Under the old order, when tho.se in whose hands lay the discretion 
in economic affairs looked to a livelihood as the end of their endeavors, 

* Adapted by permission from Tljorstein Veblen, The Theory of Business 
Enterprise, pp. 179-82. (Charles Scribner’s Sons, 1912 ) 
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Ihe welfare of the community was regulated “by the skill, dexterity, 
and judgment with which its labor was generally applied.” What 
would mar this common welfare was the occasional disastrous act of 
God in the way of unpropitious seasons and the like, or the act of man 
in tlie way of war and untoward governmental exactions. Price 
variations, except as conditioned by these untoward intrusive agencies, 
had commonly neither a wide nor a profound effect upon the even 
course of the community’s welfare. This holds true, in a general way, 
even after resort to the market had come to be a fact of great impor- 
tance in the life of large classes, both as an outlet for their products 
and as a base of supplies of consumable goods or of raw materials — 
as in the better days of the handicraft system. 

Until the machine industry came forward, commerce (with its 
handmaiden, banking) was the only branch of economic activity 
iliat was in any sensible degree organized in a close and comprehensive 
system of business relations. “Business” would then mean “com- 
merce,” and little else. Tliis was the only field in which men habitu- 
ally took account of their own economic circumstances in terms of price 
ratlier than in terms of livelihood. Price disturbances, even when 
they were of considerable magnitude, seem to have had grave conse- 
cpienccs only in commerce, and to have passed over without being 
transmitted much beyond the commercial houses and the fringe of 
occupations immediately subsidiaiy to commercial business. 

Crises, depressions, hard time^, dull times, brisk times, periods of 
speculative advance, “eras of prospetity,” are piimarily phenomena 
of business; they are, in their origin and primary incidence, phe- 
nomena of price disturbance, either of decline or advance. It is only 
secondarily, thiough the mediation of business traffic, that these 
matters involve the industrial process or the livelihood of the com- 
munity. They affect industry because industry is managed on a 
business footing, in terms of j)ricc and for the sake of profits. So long 
as businccss enterprise habitually ran its course within commercial 
traffic proper, apart from the industrial process as such, so long 
tliese recurring peiiods of depression and exaltation began and ended 
within the domain of commerce. The greatest field for business profit 
is now afforded, not by commercial traffic in the stricter sense, but by 
the industries engaged in producing goods and services for the market. 
And the close-knit, far-reaching articulation of the industrial processes 
in a balanced system, in which the interstitial adjustments are made 
and kept in terms of price, enables price disturbances to be trans- 
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mitted throughout the industrial community with such celerity and 
effect that a wave of depression or exaltation passes over the whole 
community and touches every class em[)loycd in industry within a 
few weeks. And somewhat in the same measure as the several 
modern industrial peoples arc bound together by the business tics of 
the world-market, do these peoples also share in common any wave of 
prosperity or depression which may initially fall upon any one mem- 
ber of Uiis business community of nations. 

See also 156. The Sensitiveness of Industrial Society. 

186. SEASONAL 1 -LUCTUA'IT 0 NS> 

In seeking for the causes of seasonal ffuctiiation, the attention is 
arrested by the relation of the word '‘seasonal’' to the c limatic changes 
within the year. And indeed the influence of these is piobably always 
present to a greater or less degree in all cases of seasonal variation. As 
there is in the world of plant and animal life a tendency toward emanci- 
pation from the t> ranny of the seasons, so in industrial life, where every 
advance of civilization has made man more independgit of his physical 
environment, this tendency is still more apparent. In th(‘ course of 
this development, seasons, once all-powerful in their control over 
industrial habits, have left their impress upon social institutions, 
which in turn guide the current of industry. But leaving aside these 
historical consideiations, climate and weather obviously still exert a 
very powerful and direct influence day by day and month by month 
over the needs and preferences of men, shaping the character and 
controlling the periodicity of s<)( i.d and economic activitit's. It is 
often impossible to draw a hard-and fast distinction between these 
three underlying influences— climatic, social, and economic 'Fhey a('t 
in combination and interact upon each other until they become well- 
nigh indistinguishable. Foggy, rainy weather creates a demand for 
umbrellas, shi])])ing is delayed by wimls and storms, there is an 
increased demand for coal for heating in winter. Here the influence 
of the weather is simple and direct. In the case of gas, the pre- 
dominant factor determining its consumption for lighting is the 
climatic— the simple fact that there is less daylight in winter than in 
summer. On the other hand the heat of the summer makes cooking 

‘Adapted by permission from Juliet Stuart Poyntz, “Seasonal Trades,” io 
Seasonal Trades, edited by Sidney Wejjb and Arnold Freeman, pp. 33-37 (Con- 
stable & Co., Ltd., IOT2. Copyright by the I>ondan School of Economics ) 



490 


INDUSTRIAL SOCIETY 


with gas the preferred method for that season. In the building trade, 
on the other hand, the complication of causes is well illustrated 
The brief winter daylight hinders all kinds of work, and the frosts 
and dampness are special obstructions to the bricklayers, painters, 
plasterers, masons, and their labourers, while the employment of 
carpenters and plumbers, who work inside, is less affected. Consider- 
ing only the influence of climate, we should expect a single large 
fluctuation in the trade with the crest of the wave in summer Instead 
of that we find a complicated curve with several “crests.” There is 
a uniform depression in winter, but this is due not only to bad weather 
but to the social fact that with residences and offices occujdcd in 
winter there is little demand for repairs, and that tradition and other 
social forces have concentrated renovation and repairing at certain 
other points in the year; even thus, much more Imilding could be 
done in winter than is the case at present were it not for the economic 
advantage of working at other seasons on account of the greater cost 
in the winter, a fact of great importance in a highly competitive 
organization of industry. 

Social activity, social traditions, and social customs, influenced 
either now or originally by climate, as we have said, are a powerful 
factor in seasonal fluctuation. Each social season makes its own 
demands upon industry, and the various trades rise to activity in 
answer to those demands. The more advanced the culture and the 
more integrated the social life, the more highly differentiated in time 
as well as otherwise will be the demands of society upon industry. Of 
all these demands, those made by fashion are the most tyrannous and 
exacting. It tends to concentrate demand at certain periods of the 
year, the fashionable seasons. It is responsible for the violent 
fluctuation in the dressmaking and millinery trades, and for much 
irregularity in other trades. The London “season” aflects almost all 
branches of industry— upholstery, decorating, catering, goldsmiths’ 
work, drapers' sales, clothing, printing, and so on. And through 
the vagaries in the style of goods produced, fashion is one of the least 
calculable of all influences affecting industry and tends to increase 
irregularity. Where the style of the product is fairly uniform it is 
possible to manufacture to stock, or at least to anticipate the demand 
somewhat. But where the style cannot be foreseen on account of its 
rapid and irrational changes, it becomes necessary to defer production 
until the last minute, and then manufacture at high pressure. Scien- 
tific instruments, chemicals, household utensils, cotton thread, and 
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other staple products whose style changes little, can be manufactured 
to stock, while in the case of hats, clothing, boots, silks, and many 
other commodities of fashion it is impossible to disliibute production 
evenly over the year. Hats trimmed before (he s('ason’s styles were 
set would be unsalable. Even in the cude trade ihis consideration 
plays an important part. The buyer wants the latent model, and 
withholds his order until the beginning of tlie season I n dressmaking, 
especially, every department is absolutely under llie domination of 
the season’s style. Cut, fabric, lining, design, and trimming are 
vital questions that can be answered only when the dictators of fashion 
have promulgated their edicts; whereu])on [)ro(luttion ])egins with a 
rush. 

In many other trades the cause of irregularity is more purely eco- 
nomic. It may be due to the greater economy of produtlion possibh* 
at certain seasons, as in the case of the building trade, or to variations 
in the supply of raw material. I'he handling of goods at the docks 
depends upon the time of their ariival. Dundee Harbour, unlike 
other ports, is busiest in the winter, for Dundee is the center of tin' 
jute industry, and the raw jute imported direct from India to Dundee 
arrives between September and April and gives emj)lo\ ment to large* 
extra stalls in the discharge of the cargo. “In the case of tea, the 
busy season begins with the imports of China tea, in the end of June 
or beginning of July, and continues till November. In Dee ember 
and January it falls away. In India teas the .season is later, full 
work running from August to January, while in l''el)ruary and March 
it decreases and comes to an end for the season. In the case of coal, 
ice, and hard woods, trade is more or less regular throughout the year 
and the same is now largely true of frozen meat. The im]>ort of 
deals continues at its busiest from April till the end of 0( tober, when it 
rapidly declines, the trade being largely dependent on the extent to 
which frost alTects the Baltic ports. In the fruit trade the soft fruit 
is followed by the hard, and employment is at its best from the 
middle of October till Christmas, when, after a break of a fortnight, 
it continues good until March is reached. The autumn sales in wool 
are a matter of common know'ledge, but those in May are also con- 
siderable.” The jam industry depends upon the fruit season, and the 
trade of the greengrocer upon the vegetable season. 

Industry being an organic whole, with each part vitally connected 
with every other, any irregularity in one division is inevitably a cause 
of disturbs n re in all proximate divisions. A trade may be seasonal 
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merely because other trades are seasonal which supply it with material 
or which buy its products for further use in manufacture. Or in a 
single industry the imj)etus to irregularity is carried from the first 
causes, weather or fashion, to the retailers, from them to the whole- 
salers, from them to the manufacturers, and thence to the markets 
for raw material or machinery. Often the connection becomes quite 
obscured, as in the cases cited by Mr. Aves, where the Lancashire 
cotton strike of 1893 is reported as having been a cause of great 
slackness in the London pianoforte and harmonium trade of that 
year. 

As might be inferred from the complexdty of their causes, seasonal 
fluctuations are by no means long, simple curves, but show every kind 
of irregularity. 


187. BUSINESS CYCLES* 

Under simple conditions the problem of the organization of indus- 
trial life presents many bewildering aspects. But placed in a develop- 
ing society, it becomes doubly bewildering. 

The disturl)ing elements in the larger situation are closely associ- 
ated wi(h those regularly recurring phenomena which are usually 
called “crises ’’and “dei)ressions.’’ It was once held that these played 
havoc with “economic gear and cogs,” throwdng the “industrial 
machine” “out of joint,” or leaving it “half stalled.” Such condi- 
tions were looked upon as abnormal; they were thought to create 
problems of a mechanical character; they called for the services of the 
industrial mechanician. But, the damage once repaired, the “indus- 
trial machine” could run its prosperous course until another catas- 
trophe threw “the monkey-wrench into the machine.” 

Recent analysis, however, has shown that the matter is not so 
simple as all this. Two closely related lines of movement converge 
to produce these disturbances. The first is the development of the 
industrial system. This involves change in technique, in organization, 
in markets, and in the demand for goods. The instruments of produc- 
tion are largely specialized; labor is mobile only within fixed limits; 
and only newdy accumulated capital is possessed of this characteristic. 
Capital values are based upon the earnings anticipated in view of the 
known and predictable, not the novel, elements in the situation. Par- 
ticular productive goods are turned out wdth an expectation that they 

‘ Adapted by permission from W H. Hamilton, Current Economic Problems 
pp. 195-96. (The University of Chicago Press, 1915.) 
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will be used in the production of particular consumptive goods. The 
system as a whole has far too much of rigidity successfully and imme- 
diately to adapt itself to those radical changes. Yet so delicate is the 
system that anything which affects a particular industry is certain to 
have an appreciable effect upon the whole. 

The second is the “rhythm of business activity/’ or the eco- 
nomic cycle. A depression, characterized by conservatism in business 
and financial activity, gradually leads to an improvement in condi- 
tions; as business exjunds a spirit of optimism arises, and stimulates 
further e.xpansion; the latter reacts upon the feeling of optimism and 
causes it to assume a tone of overconfidence, which leads to “flush 
times” and feverish activity; sooner or later business overshoots the 
mark, losses occur, and perhaps a crisis; contraction is necessary, and 
a depression again appears The cycle is a closed one; it has no 
logical beginning and no consummation. From lean to fat years it 
ever runs its varied round. 

But the situation is furtluT complitated by the different behavior 
of different industries and indiHtrial agents during the cycle. If llie 
price scheme were such that values as a whole could be cjuickly read- 
justed to meet new conditions, much troul^le mightt)C avoided. But 
such is not the case. Sheer necessity alone must be depended u])on 
to establish the lower price level. But businesses occupy different 
strategic positions; the baker and the manufacturer of steel rails 
are likely to be affected in different ways by price-making forces at 
different stages of the cycle. The man with fixed salary and the 
emj)loyee whose contract runs in terms of a few months or weeks are 
on a different footing. d1ie result is that all values do not go up or go 
down together. The output of various industries, similarly, does 
not increase or decrease together. Yet all of these industries are 
involved in a delicate .system that calls for nice adjustments. 

It is these movements which are responsible for the facts that no 
two cycles— or crises -are alike, that the cycle varies greatly in 
length, in sweep, and in intensity, and that a myriad of dissimilar 
tJieorics have been put forward to account for them, few of which 
contain no germ of truth. 

Its spectacular character has singled out the crisis for particular 
attention almost to the exclusion of the more important “flush 
times” and depressions. It is not surprising that antecedent business 
and industrial conditions arc often overlooked, and crises are explained 
in terms of monetary standards and banking systems. Undoubtedly 
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our banking laws in the past have made our crises unusually severe. 
The elasticity of credit and note-issue secured by the recent currency 
act should do much to relieve financial stringency when a crisis arises. 
It should also do something to prevent its occurrence. But those 
who expect it to cause the industrial process to pursue a more even 
course are likely to be disappointed. 

The violence of the ebb and flow of business activity increases 
tremendously the difficulty of properly organizing society through 
price. It also reveals grave breaks in the organization. Capital is 
insecure and funded wealth may disappear overnight. The cycle is 
associated with a rhythm of overemployment, nonemployment, and 
underemployment. The capitalists and laborers who^e products 
satisfy marginal wants are put in a very precarious economic position. 
The crisis destroys wealth, specialized talent, and organization, all of 
which must be replaced. 

The economic cycle involves the whole industrial system. No 
simple device will arrest the violence of its rhythm. It can be reached 
only by a complex of many complementary measures. If we are to 
control the cycle, we must learn to control the introduction of a new 
technique; the demand for goods must be steadied; we must develop 
an art of predicting business conditions; a means must be found for 
co-ordinating recently accumulated ca])ital and opportunities for 
investment; a higher sense of responsi])ility in making loans must be 
developed by the bankers; a feeling of responsibility must be en- 
gendered in the promoter; and means must be devised for checking the 
speculative mania. 

In time, as our very rapid industrial development slows up, the 
sweep of the economic cycle may be expected to be less extreme. 
Then perhaps we shall hear complaints about a prosaic age that has 
no speculative prizes to dangle before the eyes of investors to tempt 
them to take chances with unknown opportunities. Then, perhaps, 
men will point to the “golden age” of the past, when unexploited 
opportunities were on all sides. They may go so far as to conclude 
that our violent fluctuations in business were a small price to pay 
for our rapid industrial development. 
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i88. LABOR DISTURBANCES 

[Note. — S trained relations between labor and capital of course 
serve to make industry more uncertain. No ^in<^le illustration can 
serve as an adequate index of the strained relations referred to, but 
the following table at least introduces the subject ] 


sikiKLS, Establishmenfs Involved, Sikiki.ks, and Emim oyi.es Thrown Out ok 
Work, by Yeak^, iS.Si to 




Estahi isiiMFNrs 

STRIkl RS 

Emim.o\ I- h s 
Our (,F 

Thrown 

\\ OKk 

Vkak 

Strikes 







Number 

A\ or ige 
per '^li ike 

Nuinb«T 

Avir.tee 

I»( r 'strike 

Number 

Averige 

IH r Strike 



1S81 

471 

2,928 

6 2 

101 ,070 

215 

I ’9.521 

2” 5 

1882 

454 

2,105 

4 6 

I 20 ,S ()0 

2()6 

154.671 

341 

1883 .... 

478 

2,759 

5 8 

122,198 

.56 

149.763 

313 

1884 

443 

2,367 

5 3 

I 17.313 

2'>S 

147.054 

332 

i88<; 

645 

2,284 

3 5 

158.581 

246 

242,705 

376 

1886 

1,432 

10,053 

7 0 

407,1 52 

284 

508,044 

35 5 

1887 

1,436 

6 , 58 (> 

4 6 

272,770 

190 

379,676 

264 

1888 

966 

3,509 

3 9 

103,218 

114 

147,704 

163 

1 889 .... 

1,075 

3,789 

3 5 

205,068 

191 

249.559 

232 

1 890 

1,833 

9-424 

5 1 

285,900 

156 

- 35 1 .944 

192 

I 8g I . ... 

1,717 

8,u6 

4 7 

245,042 

143 

298,939 

174 

1892 ... 

1,298 

5,540 

4 3 

i6 5 , 4 ,)<) 

1 ^6 

209,()7 I 

159 

1 893 

1 ,305 

4,555 

3 5 

1 () 5 ,008 

149 

265.914 

20 1 

i8()4 

1 ,349 

1 8,196 

0 1 

505,049 

374 

660,425 

490 


1,215 

1 6,973 

5 7 

285,742 

235 

392,403 

323 

i8gO 

[ 1,029 

1 5.462 

5 3 

183.813 

179 

241 ,1 70 

235 

1897 

1,078 

1 8,492 1 

7 9 

352.570 

3 o<) 

408,591 

379 

1898 .. 

1 , 0^9 

! 3,809 

3 6 

182,067 

172 

a ) 249,002 

a) 239 

1 899 . . . 

1,797 

11,317 

6 3 

308,267 

172 

417,072 

232 

1900 

1,779 

9,248 

5 2 

39<).656 

225 

505,066 

284 

1901 .... 

2,924 

10,908 

3 7 

396,280 

136 

543,386 

186 

]go2 

3,162 

14,248 

4 5 

55^143 

175 

659,792 

20 () 

1903 . . , 

3-494 

20,248 

5 8 

531,682 

152 

656,055 

188 

1904 . . . 

2,307 

10,202 

4 4 

375,754 

163 

517,211 

224 

1905 . . . 

2,077 

8,292 

4 0 

176,337 

«5 

221,686 

107 

Total 

36,757 

18 1 ,407 

4 9 I 

6,728,048 

183 

<2)8,703,824' a) 237 


a) Not including two strikes involving 33 cstablislnncnts not reported 


*Erom the TwenLy-firsl Annual luporl [1906) of the U.S. Commissioner of 
Ldhor, p. 15. 


See also 229. The Organization of the Labor Market 
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189. BUSINESS FAILURES 
A* 

The total number of enterprises of which account was taken, and 
the number of failures, since 1891, were as follows (Bradslreet^s for 
January 23, 1897): 



Enterprises 

Failures 

1891 

1,903,610 

14,240 

1892 

1,127,424 

11,592 

1893 

1,136,662 

17,289 

1894 

1,120,995 

14,588 

189s 

1,134,299 

14,874 

1896 

1,162,048 

17,298 


The figures thus would indicate an annual ratio of failures to 
businesses of i per cent, more or less. But these were the overt 
failures only, in which there was loss to creditors. With them should 
be considered the much more numerous cases in which the field was 
abandoned from want of success, though all debts were met. 

The effect of the crisis of 1893, and the years of depression that 
followed, appears plainly in the record of failures. But it appears 
more strikingly still in certain figures as to the commercial repute of 
the bankrupt enterprises— figures which are further interesting as 
indicating how far the commercial agencies are successful in reporting 
the condition of the particular businesses. The failed enterpiises 
were divided into three classes, according to their rating on the books 
of the agency; and the proportion of each class in the total of failures 
was then computed thus: 



Very Moderate 
or No Credit 

Good Credit 

Very Good 
Credit 

1889 

92 0 per cent 

6 6 per cent 

1 , 2 per cent 

1890 

91 9 

6.3 

1.6 

1891 

91 2 

7 I 

I 7 

1892 

93 0 

5 9 

1. 1 

1893 

69 7 

27 I 

3 2 

1894 

71 0 

27 4 

1.6 

189s 

72 3 

26 2 

1-5 

1896 

71.7 

25 5 

2.8 


'Taken by permission from “Notes apd Memoranda," Quarterly Journal of 
Economics, XI (1896 97), 317-19- 
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The proportion of failures (shown in the second column) among 
those whose credit was good, even though not of the best, increases 
with the crisis of 1S93 and the succeeding years of depression. The 
shock and the trying times that followed caused the collapse of many 
enterprises, most of them doubtless really unsound and hkely to 
succumb sooner or later, whose commercial rating had yet remained 
respectable, and who had been able to hold their own during the 
years of general activity and conGdent optimism. A similar (‘Gect, 
though not so marked, appears in the somewhat larger proportion of 
failures, from 1893 to 1S96, among those rated as in “very good 
credit.” The whole series of Ggures illustrates the course of 
events preceding and following a commercial crisis: before, hope- 
ful speculation, and the continued prosecution of ill-{lirected 
enterprises; after, collapse, and tlie gradual and reluctant weeding 
out of the unsound elements. 




Failurfs Dur to 

U.Nin I) Si Air: 

S, rKRCENTAGR 

CAfADA, Percent AOE 

Number 

Liabilities 

Number 

Liabilities 

igi 2 

igii 

igi3 

igii 

1 01 2 

igu 

igxs 

igzi 

Tncompctcnce 

30 2 

27 0 

26 8 

23 5 

16 3 

16 I 

22 8 

18 9 

Inexperience 

4 6 

4 I 

3 0 

2 2 

5 I 

2 9 

3 5 

I 5 

Lack of cai)ital 

29 7 

3 ‘ 4 

33 5 

28 3 

50 3 

49 3 

45 8 

47 8 

tinwisc credits 

2 0 

2 0 

2 6 

2 2 

I 3 

0 9 

I 7 

I 0 

Failure of others. . . . 

I 3 

I 3 

4 9 

4 2 

0 9 

I I 

2 5 

I 4 

extravagance 

0 7 

0 9 

0 9 

I 2 

0 8 

0 9 

0 5 

3 2 

Neglect 

2 0 

2 2 

I 0 

I 3 

4 3 

4 I 

3 I 

2 S 

Competition 

I 0 

' 2 

I 3 

4 <8 

I 0 


0 6 

0 6 

Specific conditions.. . 

if) 5 

lb 9 

»3 8 

20 7 

12 8 

14 6 

8 8 

10 I 

Speculation 

0 8 

0 7 

3 4 

2 7 

0 5 

0 9 

0 4 

3 I 

Fraud ^ . 

TO 3 

TO 6 

8 8 

8 9 

6 7 

8 I 

10 3 

9 9 


O 

If then there are some who gain much, and who even seem to gain 
too much, it must not be forgotten that many others are losing. Here, 

* Taken by permission from Bradslreel'b, XLI, 53. 

* Adapted by permission from Lmile Vandervelde, Collectivism and Industrial 
Evolution, pp. 90-91 (Charles H. Kerr & Co , 190b) 
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for example, are the figures for 2,554 German corporations, tabulated 
by Van der Borght for 1891-1892: 

471 liquidated with deficits. 

888 declared no dividends. 

641 declared from o to 5 per cent. 

734 declared from 5 to 10 per cent. 

149 declared from 10 to 15 per cent. 

64 declared from 15 to 20 per cent. 

39 declared from 20 to 30 per cent. 

18 declared from 30 to 40 per cent. 

21 declared more than 40 per cent. 

D. Risk Bearing in Modern Industrial Society 

190. AVOIDANCE OF RISK* 

Uncertainty being regarded as an evil by practically all normal 
persons, there is a constant efiort to avoid or reduce uncertainties. 
This may be accomplished in various ways, of which the following are 
important: (i) by increasing their knowledge of the future; (2) by 
employing safegiiards against mischances; (3) by insurance; (4) by 
speculative contracts, especially “hedging.'’ We shall take these up 
in order. 

I. Risk, being simply an expression for human ignorance, decreases 
with the progress of knowledge. The chief lines of progress in industry 
at the present time may be said to be those which tend to lift the veil 
which hides the future. Countless trade journals exist principally to 
enable their readers to forecast the future more accurately than they 
otherwise could. This the journals accomplish by supplying data as 
to past and present conditions as well as by instructing their readers 
in the relations of cause and elTect. Our government weather bureau 
supplies weather forecasts which somewhat reduc(j this form of un- 
certainty for the farmers. Government reports of crop conditions and 
information as to diseases of plants and animals are more important 
influences in the same direction. Again the prediction as to the 
amount of ore to be obtained from a mine and the cost of obtaining 
it is today far less uncertain than ever before. Whereas formerly 
the mining prospect consisted of wild statements of the ore “in sight” 
and the time and cost required to mine it, today the graduate of a 

‘ Adapted by permission from Irving .Fisher, Elementary Principles of Eco- 
nomics, pp. 427-30. (The Macmillan Co., 1912.) 
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mining school can, through his knowledge of economic geology and 
metallurgy, make forecasts with some degree of certainty. 

2. Safeguards of many kinds have been invented to reduce the 
risk of shipwreck, fire, explosion, burglary, etc. A modern ship is 
built in compartments as a safeguard against shipwreck; fire escapes 
are a safeguard against loss of life by fire; safety valves against 
explosions; and burglar alarms and safety deposit vaults against 
burglary. 

3. Insurance consists in consolidating risks, i.e., in olTsetting one 
risk by another by consolidating in one insurance company a large 
number of chances. Relative certainty is, as it were, manufaetured 
out of uncertainty. Insurance, unlike increase of knowledge and 
safeguards, does not directly decrease the risk for society as a whole, 
but by pooling these risks it has the etlect of steadying the income 
of individuals and spreading the burden of risk more evenly over all. 

4. It seems at first to be a curious fact that speculation, although 
dealing in chances, may be used to reduce chance to some persons 
who use it for this purj)ose. VVe have aheady seen how short .selling 
reduces the risk t<) the person sold to. A building contractor when 
taking a large contract was asked whether he was not taking a large 
risk, since he could not know in advance what the costs would be. 
He replied, “No. I am taking no risks at all e\cei)t on ‘ labor I 
have made contracts to be supplied with material when neerled at 
fixed prices.” In other words, dealers harl sold him future building 
materials “short.” They had each assumed the risk of fluctuation 
in those special market conditions on stone, brick, limber, etc. Simi- 
lar results follow from short sales of wool to the woolen manufacturer. 

191. SOME FUNCTIONS AND EFFECTS OF INSURANCE* 

Technical insurance is defined as that arrangement by which 
persons subject to a risk agree directly or indirectly with each other 
that those who escape the threatening event will make u[) to those 
who suffer by it the whole or a part of the loss. 

The main purpose of technical insurance is to relieve the individual 
of the burden of risk resting upon him. Aside, however, from the 
direct effect of technical insurance, there are certain subsidiary effects 
upon the social organism. Some of these effects are good, and some 
are unfavorable. Let us consider the good effects: (a) 'J 1 ie decrease 

* Adapted by permission from J'ihn Haynes, “Risk as an Economic Factor,” 
Quarterly Journal of Economics, IX (1894-95), 442-46 
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of the cost of production. Under the head of producer’s insurance we 
saw that risk to the individual producer was a subjective cost, and 
that marginal subjective estimates of risk enter in as a determinant 
of objective cost. Now, technical insurance comes in, and removes 
the major part of this item of cost. The producer, in place of carrying 
a risk that is burdensome to him, pays a premium which is relatively 
light. Nowhere is this more true than in the case of marine insurance. 
Imagine that marine insurance did not exist. The shipping business 
would be carried on only by great companies possessing many ships, 
so that they could get the benefit of self-insurance. It needs no 
argument to prove that the price of foreign merchandise would be 
mucli higher than now. Fire insurance is another excellent example 
of this fact. I'his brings us directly to the next advantage of tethnical 
insurance, which is a corollary of what has just been said, (b) It 
makes it possible for small producers to hold their own, where other- 
wise they would be forced out of business, (c) Technical insurance 
prevents the impairment of the productive force of society by putting 
productive agents back into their old positions after a disaster. Presi- 
dent Walker shows how labor may become permanently degraded as 
the result of temporary misfortune. Supiiose a village whose chief 
support is a single industrial estaldishment. Suppose this establish- 
ment burned, with no insurance. The employer cannot readily 
transfer himself to another place where his talents can be used so 
advantageously, and the same is true of the laborers. Both become 
discouraged, and the industrial elTicicuicy of master and men may be 
forever impaired. Insurance guards against this calamity. Fire 
insurance, accident insurance, and insurance against sickness are 
efficient in the same way. Life insurance in a more direct way accom- 
plishes the same result by keeping families together, and allowing 
the orphan children to be brought up with proper training, all of which 
results ultimately in increased productivity, (d) Technical insurance 
is an aid to credit. The practice is universal of requiring houses, or 
other inflammable property on which money is raised by mortgage, 
to be insured. Without insurance, many who now borrow freely 
from savings banks and other lenders would be unable to borrow at 
all, and otliers would borrow only at ruinous rates, (e) Life insurance 
combines what I have called self-insurance of the nature of saving 
with technical insurance. A form of life insurance which does not do 
this is conceivable, and has sometimes been tried; but the common 
form lays aside a reserve fund against the claim of each person insured. 
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This form of insurance, therefore, encourages capitalization. This, 
to be sure, is not a net gain, because a man who is insured, feeling 
a sense of security, is likely to spend that part of his income which is 
left after paying his insurance premium more freely than would be 
the case if he were not insured, but, as premiums are generally paid 
out of income, we may conclude with Schonherg that “there is gener- 
ally a stronger building up of pri\ate capital than would otherwise 
follow.” (/) The sociological and ethical effects which result from the 
security and comfort which insurance gives are inlluences for good 
The good effects above enumerated are not without some olT- 
setting disadvantages. Security is good, but security as well as 
hazard may have an unfavorable effect upon industry, (a) Intensity 
of effort is diminished. Make the ordinary man’s future secure 
even on a low material basis, and his energy will Hag to some evti iil 
(b) Carelessness is encouraged by insurance. Much wealth, for 
instance, goes up in smoke simply because vigilance is relaxed on 
account of the property being insured, (c) I'he greatest disadvantage 
of technical insurance is the encouragement uhidi it gives to dis- 
honesty. Property is wilfully desttoyed to gc't insuiancc, thus 
increasing the net amount of prc:)perty destroyed and incr(‘asing tin' 
cost of insurance to honest men. I have been infoimed that wher(' a 
mill burns in a factory village the village hotel is almost sure to follow 
'fhe same informant states that a prudent insurance man of his 
acquaintance makes it a rule, on learning of the burning of a juill 
in a village, to cancel all insurance held by him on the lioli'l. It is 
estimated that from 35 to 50 per cent of the loss by lire in the United 
States is chargeable to incendiarism. 

Technical insurance is attended with a large exj)cnse for manage- 
ment, and at present this is excessive. Not that insurance men make 
greater gains than other business men, but there are more agents 
for all kinds of insurance companies than there is economic justifica- 
tion for. 

See also 79. The Early History of Insurance in England 

192. SPECULAITVE CONTRACTS 
In our contractual society, s])eculative contracts form one of the 
leading ways of transferring and ultimately of reducing industrial 
risks. These speculative contracts are so numerous and so well 
known that a simple illustration will suflice. I decide to build a 
house. A contractor assumes the task. He then proceeds to make 
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sub-contracts with the purveyors of lumber, bricks, and other materials 
to the cfTcct that these materials shall be delivered to him at a certain 
future time and at a certain price. The main contractor has thus 
contracted himself out of risk with reference to price chani^es in these 
materials. 

Our contractor has thus been relieved of much of his risk, but has 
this operated to diminish the industrial risks of society? At first 
glance it would appear that the risks have merely been shifted. The 
social significance of the operation rests in the fact that the dealers in 
lumber, bricks, and other materials are presumably specialists who 
know in considerable detail the present and probable future conditions 
in their particular industries. They are thus presumably better 
judges of the lisks of those particular enteq^rises than the main con- 
tractor, so that when the main contractor shifts risks to their shoulders 
it probably does mean a reduction in the total risks of society. 

The foregoing illustration is typical. A man agrees to do a certain 
thing. He then contracts himself out of certain phases of the risk 
involved. True, the burden is merely transferred to someone else, 
but presumably Jhis someone else is a specialist, and therein is the 
social defense. 

It would be quite erroneous for us to think of the speculative con- 
tracts involved in trading on the organized exchanges as constituting 
the greater part of the speculative contracts of our day. The work of 
the organized exchanges has certain sensational elements, and volumes 
have been written upon these exchanges where sentences have not 
been written upon the vastly greater volume of speculative contracts 
entered into outside the limits of the organized exchange. 

Sec aha 179. Commercial Speculation. 

193 HEDGING- A FORM OF SPECULATIVE CONTRACT 
A> 

All ownership of property involves the risk of loss from changes 
in value. The miller who, in December, buys wheat that will not be 
marketed as flour till April runs the chance that wheat and flour will 
both fall in price between the two dates, and so he will have to write 
oil a loss. 

Speculative trading permits the transferring of this burden from 
ordinary owners, e.g., millers, to a special class. 

* Taken by permission from F. M. Taylor. Principles of Peononnes, pp. 294-^5. 
(University of Michigan, 1916 ) 
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Illustration: A milling company buys 10,000 bu. of wheat on the 
Chicago exchange, said wheat to be delivered at once for use in the 
milling business. But the milling C()m])any wishes to confine itself 
strictly to its own business- milling axoiding all speculation in 
wheat. It therefore wishes to shut out an\ chance of loss by a fall in 
the price of wheat and Hour between the pur< base of the wheat and 
the sale of the flour made from it. Accordingly, it sells 10,000 bu 
for future delivery; i.e., agrees to deliver ro,ooo bu. at a defimte ])rice 
three months from date. This having Ix'en done, whatexer change 
takes place in the price of wheat, the milling company will neither 
gain nor lose; that is, whatever it gains or loses on the original pur- 
chase of cash wdieat will be exactly offset by an e(iual loss or gain on 
the future sale. 

Thus, suppose that, when the purchase is made, cash wheat is 
$i 00 per bu. and three-months futures $i 04. Further su])j)ose 
that, when the three months liave passed, wheat is Si 04. Undi'r 
these conditions, the two transactions xvill come out as follows: 

Cash Wheat Future 

Original cost $10,000 C'ost ^ $10,400 

Storage, insurance, etc. . . . 400 

Total cost $10,400 

Value 10,400 Selling value 10,400 

Gain or loss $00,000 Gain or loss $00,000 

Evidently in this case there is neither gain nor loss from the 
transactions. 

Supjiose, now, that tin* price at the time of future delivery turns 
out to be $r 00; will the result be different? 

Cash W heat I ulurc 

Total cost $10,400 (.'ost. $10,000 

Value 10,000 Selling value 10,400 

Loss $ 400 Ciain $ 400 

Still again, suppose price to be 90 cents at time of future delivery, 


what result ? 




Casli W heat 


huture 


dotal cost 

, . $10,400 

Cost 

. . 1 9,000 

Value 

9,000 

Selling value 

. . 10,400 

Loss 

. 1 1,400 

Gain 

.. $ 1400 
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Finally, suppose price at time of future delivery to be $i.io; 


what result ? 




Cash Wheat 


Future 


Total cost 

, . $10,400 

Cost 

.. $11,000 

Value 

II ,000 

Selling value 

. . 10,400 

Gain 

. $ 600 

Loss 

, . $ 600 


Thus on any price tlie element of risk from price changes is 
eliminated. 

B* 


U edging may be defined as the practice of making two contracts at 
about the same time of an opposite, though corresponding, nature — the 
one in the trade market, and the otlier in the speculative market. A 
purchase in the actual grain market of a certain amount of grain at a 
certain price is promptly ofTset by a short sale in the speculative 
market on some large exchange of the same amount of grain for some 
convenient future month’s delivery, with a view to cancelling any 
losses that might result from fluctuations in price. As soon, however, 
as the trade transaction is terminated by a sale, the speculative short 
sale must also b?: terminated, i.e., covered by a purchase on the 
exchange. Both contracts are entered into at about the same time, 
and both must be terminated at about the same time if the hedger 
wishes to avoid speculation. 

In explaining this process of hedging let us consider the needs of 
a grain dealer, who, for example, purchases 100,000 ])ushels of wheat 
in August at $i 00 a bushel; and who, as is a customary practice, has 
made this purchase with borrowed funds to tJie extent of 90 per cent 
of the purchase price, the banker holding the grain paper as collateral 
for the loan. The banker is protected because he knows that at any 
time he can, owing to the existence of a large continuous market, sell 
out the buyer. But what shall we say of the grain dealer’s risk ? Is 
he not running a tremendous risk by buying so much wheat on a 
10 per cent margin when in the course of a week or two, owing to world- 
wide conditions over which he has no control, wheat may decline from 
10 to 20 cents per bushel? If there were not some way in which he 
can insure himself against such a contingency it would be doubtful 
if our large elevator companies could remain in business for any length 
of time, especially with their trade profit, under present competitive 

* Adapted by permission from S. S. Ifuebner, “Tlie Functions of Produce 
Exchanges,” Annals of the American Academy of Political and Social Science, 

XXXVIII (ign), 342-49. 
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conditions, limited to one or two cents per bushel. In fact the leading 
interests in the grain business have testified before Government 
Committees that hedging is absolutely necessary to enable them to 
continue in business, and here it may be repeated that a hedging opera- 
tion cannot be conducted without executing a short sale. 

Now just as soon as this grain dealer purchases the wheat in the 
actual wheat market he at once gives an order to sell short on some 
exchange an equal amount in the speculative market for, let us say, 
September delivery. These two transactions are entirely distinct. 
The grain dealer does not intend to deliver the wheat he actually holds 
in fullilment of this short sale. Now let us suppose that wheat rises 
to $i lo per bushel. In that case he has a profit oT lo cents per bushel 
on the wheat he owns, since he purchased it at $i .00. But, as we have 
seen, the price of wheat is a world price made such by the operation of 
arbitrageurs, and there is every reason to believe that if the price of 
cash wheat rises 10 cents a bushel the Se])tember option will also have 
a rise of 10 cents, or approximately that amount. vSince the grain 
dealer sold short an equal amount in the speculative market he suffers 
a loss on that transaction of 10 cents per bushel. The profit on his 
trade transaction is cancelled by his loss on the paper transaction. On 
the other hand, supposing that wheat declines 10 cents per bushel, 
the grain dealer loses 10 cents upon his trade wheat, but the 10 cents 
lost here will be cancelled by the 10 cent rise on the short transaction. 
In other words, whether wlu'at should rise to $2 00 a bushel or decline 
to 50 cents a bushel, this dealer is always even as regards the given 
market. Whatever he makes by price fluctualions on the wheat he 
holds is lost on his paper transaction and vice versa. If, when 
September arrives, he finds that circumstances are such as to make it 
necessary or desirable to hold his wlu'at longer, he may close out his 
September short sale in the speculative market and at once enter into 
another sale for a later month. I'his shifting of hedging transactions 
from one month to another month is a very common practice, although 
where the party interested is not the holder of a scat on the exchange, it 
involves accumulating commission charges. 

The question will at once be asked, since the dealer is always 
even, how does he make his profit? Here we must distinguish 
clearly between the trade profit and the speculative profit. This 
grain dealer wishes to avoid speculative risks and therefore makes 
use of the speculative market for the purpose of hedging. His 
business consists in conveying his wheat, let us say, from Chicago 
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to New York, and it is in the handling and the transportation of 
the grain from this market to another market that he expects to 
make a trade profit^ which is the result of his knowledge of the 
business and his ability to render this particular service in com- 
petition with other dealers. 

The explanation given here will apply differently in dilTerent 
industries to meet the needs of those who wish to use the exchange 
for hedging purposes. Thus if a manufacturer wishes to buy cotton 
from a commission man before the cotton crop has matured, this 
dealer, although he may not own the cotton, may nevertheless sell 
1,000 bales of cotton short for December delivery at, let us say, ii\ 
cents. He probably cliarged i cents because he knew that he could 
at once order liis broker to buy i,ooo bales of cotton on the exchange at 
II cents a pound. He has thus added cent to the price as covering 
all necessary expenses and his trade profit. In this case it will be 
noticed that the hedging ojieration is the reverse of our previous 
illustration, the speculative transaction being a purchase and the 
trade transaction a short sale. Now when the time comes for the 
dealer to deliver this cotton the price, owing to a severe drought, 
may have risen t6 i6 cents per pound. When the time for delivery 
arrives he will go into the actual cotton market and buy i,ooo bales 
at i6 cents per pound, and, having sold it at ii^J cents per jiound 
he is out 42’ cents. But at the time when he buys the cotton in the real 
market for delivery he orders his broker to close his transaction on the 
exchange by a sale of the i,ooo bales. Having bought on the exchange 
at II cents, he now' asks his broker to sell at i6 cents, and has a profit 
of 5 cents per pound. Having lost cents on the one transaction 
and made 5 cents on the other he has his one-halt cent profit. It 
should be stated again that whenever the dealer closes his transaction 
in the actual market he must at once also close the corresponding 
transaction in the speculative market. 

In the same way a manufacturer may be the holder of a large 
stock of finished cotton goods, or a miller of flour. He is unable to sell 
the goods and fears a decline in price. Possibly a large decline would 
compel him to saciihce the greater part of his stock. Other things 
being equal, however, the price of the finished goods and the raw 
material out of which they are manufactured will rise and fall together. 
In that case the manufacturer may hedge by holding the finished cloth 
or flour and selling short that amount of cotton or wheat which is 
necessary to make the goods he holds. Consequently if he loses on 
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his finished goods because the price goes down, he will make about tlie 
equivalent amount on his short sale because cotton or wheat will also 
decline. Having sold short he will reap a profit on this sale, available 
at any time because of the existence of a continuous market. 

Even the farmers, who as a class are usucdly loudest in their com- 
plaints of tlie operation of the exchanges, aie among the grexatest 
gainers through the practice of hedging. Were it not possible for 
large elevator companies and cxporteis to hedge their holdings of grain, 
the farmer would be unable to dump his large crops, as at piesent, on 
the market within the three months of the crop nu)ving season and 
receive cash therefor. No (lass of middlemen (ould be induced to 
lake a year’s harvest within so short a time and liold it for gradual 
distribution during the balance of the \ear; and if any caied to be sm h 
reckless gamblers it is doubtful if bankers would caie to finance then 
operations. Without the hedging privilege elevator owners and 
grain dealers would be obliged to discount the enormous risk assumed 
in buying large ciuantities of grain, and, to be on the safe side, would 
have to make allowance for the woist (onlingency anti(i])ated b\ 
olTering the farmer a much smaller price for his giain than is now^ given. 
It is generally maintained by the leading interests iiT the market that 
without the hedging privilege farmers W'ould get an average pi ice at 
least 10 per cent less than that prevailing today. 

In its essence, therefore, hedging is insurance against a leal and 
ever-present hazard in business. Jsach leading produce exchange, 
such as the Chicago Board of Trade or the Miniu'apolis (diamber of 
Commerce, renders in this respect a function as legitimate and useful 
as our life and fire insurance comjianies; in fact they should be 
regarded as among the greatest insurance institutions in existence. 
They underwTite rk-^ks of so dangerous a type that no pi ivate insur- 
ance company has ever ventured to underwrite them. For a holder 
of large amounts of grain and cotton not to enter the sjieculative 
market for hedging puiqmses is to be a speculator of the w'orst kind, 
yes, a gambler. The risk of losing the customary small trade ])rolit, 
and many times more than this, must be aj)parent when we relh'ct that 
each year’s crop is financed to 90 per cent of its value on borrowed 
funds, and that values often change within a week or two by many 
times the trade profit expected. The hazard is a dangerous one, and 
the chance of a heavy loss ratio many times greater than that coo- 
nected with any other known form of insurance. 


See also 97. Produce Exchanges. 
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1Q4. A CASE WHERE ORGANIZED SPECULATION WAS 
FORBIDDEN* 

Sometimes when public indignation has been aroused by the opera- 
tion of brokers in certain lines there have been attempts made to 
stop all transactions in tliose lines; but they have usually proved 
disastrous. In the year 1864 the large issue of paper currency had 
driven gold out of circulation and caused it to be bought and sold as a 
commodity. Much of it was in the hands of speculators. When 
its price rose more tlian 100 per cent it was supposed by the public 
that part of this increase was due to the ojicrations of these specula- 
tors. All gold speculation was therefore prohibited by statute. 
Under the excitement of public opinion in time of war this statute 
was enforced to a far greater degree than could have been done in 
peace. The eflect was precisely the opposite of what had been antici- 
pated. Every man who was engaged in foreign trade had to provide 
security for being able to make gold payments in the immediate 
future, if called upon to do so. Being prevented from dealing with 
speculators, he now had to accumulate a reserve of his own. This 
caused an increased demand for gold at a time when it was unusually 
difiicult to maintain an adequate supply. Under two weeks’ opera- 
tion of the act, the price of a hundred gold dollars rose from about 
two hundred paper dollars to very nearly three hundred. So obvious 
was its evil etlect that it was hurriedly repealed as a means of pre- 
venting further commercial disasters. Again, in the early part of 1866, 
there was a rise in the price of gold, which was attributed by public 
opinion to the sj)eculators. Their machinations were defeated, not 
by legislation, but by issue to the market of a part of the gold lying 
in the Treasury of the United States. For the moment the price of 
gold fell, and people rejoiced that the })lans of the speculators had 
been defeated. But a short time later, when the war between 
Prussia and Austria caused a demand for gold in Europe, there were 
large exports of the metal, and its price rose by natural causes. The 
United States was obliged to put back, at a decided loss, a part of 
the gold which the Treasury had so unwisely issued. It turned out in 
the end that the operations of the speculators in anticipating the wants 
of the future would have prevented a loss to the country, and the 
attempt of the Treasury to defeat those operations was attended with 
expense both to the government and to the mercantile community. 

' Taken by permission from A. T. Ila<lley, Economics, pp. 108-10. (G. P. 
Putnam’s Sons, 1899.) 
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195. REDUCTION OF RISK BY SOCIAL CONTROL 

The capitalists and entrepreneurs of modern industrial society 
are continually striving to reduce their risks by the method of social 
control. In the more formal kinds of social control such as law and 
government, instances are numerous. Statistical bureaus for the 
furthering of scientific knowledge of industrial problems arc set up. 
Projects for securing a stable medium of exchange are worked ui)on. 
The attempt is made to stabilize our entire financial structure by a 
Federal Reserve act. One could not in a day enumerate all of the 
cases. In type perhaps they may be characterized as (a) proliibitive 
intervention, in which certain harmful practices are forbidden, for 
example, the laws regarding theft; (b) mandatory intervention, in 
which it is insisted that certain acts tending to standardize and stabi- 
lize industrial affairs must be performed, notable illustrations occurring 
in connection with public service companies; (c) promotive interven- 
tions, in which conditions are so adjusted as to make it possible for 
individuals to work under more standard and stable conditions; for 
example, a protective tarilT or a Federal Reserxe act, or our laws 
concerning the carrying out of contracts. • 

Informal social control, as manifested in such agencies as public 
opinion and codes of ethics, is also summoned to aid in the reduction 
of industrial risks. We hear much of the moral responsibilit v which a 
banker should feel in conducting his operations. Advertising propa- 
ganda by railways and armor plate companies with the design of 
securing a more hospitable public oi)inion has not been unknown. 
Leagues are formed to educate congressmen and their constituencies 
to the wisdom, nay the necessity, of legislation of the ty[)es referred 
to above. 

196 REGULATION OF PRODUCTION THROUGH 
COMBINATIONS* 

Q. People championing the industrial and railroad combina- 
tions claim that the railroad combinations and the industrial com- 
binations are able to do two things: They effect such economies and 
savings in transportation and manufacturing that they are very impor- 
tant factors in keeping the balance of trade in favor of this country; 
and the other claim is that they are able to keep the production so even 
with the demand that there is no overproduction, and thereby they 

* From the Report oj the Industrial Commission, 1901, XIII, log 
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are able to avert panics and financial crises. I would like to ask 
you if you have any opinions on these two points that you would care 
to give to the Commission? — A. I have no doubt that both the 
propositions stated by you are well founded, if I correctly understand 
them. Take, for instance, the United States Steel Corporation just 
organized. That organization became an a1)solute necessity under 
the situation confronting Mr. Morgan. Here was the Carnegie 
Com[)any, which, by the way, was not a so-called trust up to a year 
or so ago, but a mere co-partnersliip. Here this com])any dominated 
the steel situation. It was threatening to invade tlie territory of all 
the other steel concerns and bring about a general demoralization of 
prices, and undoubtedly an overproduction, which would have 
thrown thousands of men out of employment for a considerable period, 
and would have brought about in the end a devastating and destruc- 
tive panic. Seeing that situation, Mr. Morgan stepped to the front 
and d('vised a system by which practically the entire steel business of 
the country could be brought under control, and whereby the dangers 
that confronted tlie country could be averted, and that company, if it 
is wisi'ly managed, as it undoubtedly will be, w'ill prove to be a regu- 
lator. It will sell its products at as low a profit as it is possible for 
any concern to do, because it can manufacture ( heaper than any small 
concern that can compete with it. Its own interests will force it to 
[)ursuc a course that will be conducive to the interests of both the 
public and the people w'ho purchase and consume its products. It 
seems to me that that is a case very much in point in connection with 
your question, and I think it wall be of an inestimable benefit to the 
country that that combination was formed when and as it w'as. 

Q. Uo you think that these combinations, being able to regulate 
or control production, will have a great influence in averting panics 
such as we have had in the past?--A 1 think there is no question 
about it 

Q. Do you think that idea is and has been in the minds of the 
men wflio have brought about these combinations? — A. I have no 
doubt of it. 
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197. DOES PRICE MAINTENANCE PROMO'I'E STABILITY? 

A* 

Professor Taussig defines price maintenance as “the practice 
among manufacturers of prescribing the prices at vvhicli their wares 
shall be sold by retail dealers.” 

This definition is not a complete statement of what price main- 
tenance is, nor is it accurate as far as it goes. 

The first serious objection is connected with his idea that the 
manufacturer alone dictates the i)rice. He may or he may not do so. 
Price maintenance ordinarily takes a form in which the resale j)rice 
is the subject of a contract or agreement between (he manufacturer 
and one or more distributors. Furthermore, this ordinarily is an 
agreement, not upon a price arbitrarily set, but upon one of certain 
generally accepted prices for kindred goods. 'J'his price, it is stipu- 
lated is to be received for the goods in question upon resale. Obvi- 
ously the choice is not between the manufacturer on the one hand 
or the consumer on the other hand determining the price, but it is be- 
tween the manufacturer and one or more of the distributors in agree- 
ment together on the one hand, and the final diUributor (or retailer) 
alone on the other. This right of the manufacturer and distributor 
to agree upon the resale price is the most imj)ortant element of the 
price-maintenance problem. 

Secondly, Professor Taussig implies that the prices to be fixed 
will be uniform and permanent. The exercise of this right may or 
may not result in the prices agreed upon being uniform in all parts 
of the country. Uniformity of prices in all markets has been given 
undue prominence in price-maintenance discussions. Ibis is not an 
essential feature. The question of quantity discounts, the questions 
whether freight is to be included or not, and kindred problems, con- 
stantly arise for consideration, even where uniformity is attempted. 
Moreover, as long as there is no monopoly or manufacturer’s agree- 
ment on prices, price levels may change. As a matter of fact, they 
are changing constantly. In the automobile industry, for instance, 
where price maintenance has been employed by the agency method, 
the price levels have tended constantly downward. No advocate 
of price maintenance objects to this, but he does contend that the 
manufacturer and the distributor ought to have the right to agree 

‘Adapted by permission from PfT. Cherington, “Discussion of Price Main- 
tenance,” American Economic Review, VI, Supplement (1916), 199-200 
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upon the way in which prices should come down, instead of leaving 
this entirely to the final retailer. 

Furthermore, the price-maintenance agitation is concerned entirely 
with identified goods made and sold under competitive conditions. 
These facts ought to be made a part of any definition. 

These changes, if introduced in Professor Taussig’s definition, 
would modify it to read about as follows: Price maintenance is the 
arrangement by which manufacturers of identified merchandisCy made 
and sold under competitive conditionSy agree with some or all of the 
distributors of this merchandise concerning the price at which it is to be 
resold, 

A proper system of resale price maintenance does not aim to set 
standard price levels but to see that those price levels, once established, 
shall not lose their effectiveness as a basis for quality competition and 
service competition. 

From the point of view of costs and profits, a system of price 
maintenance as a protection to the public interest has distinct ad- 
vantages over any system of unrestricted prices. Production costs 
can best be kept down to a minimum by a careful adjustment to known 
price standards. Production profits under the conditions specified 
are competitive, and, therefore, cannot ordinarily be predatory. 
Distribution costs are materially reduced by the increased speed of 
sale which is the result of identification of the merchandise and the 
stimulation of demand by advertising. This general stimulation 
throughout the country has shown itself, in many lines of merchandise, 
to be a more effectual method of speeding turn-over than dependence 
upon the skill of local merchants. Distribution profits under a 
properly safeguarded system of price maintenance are kept from 
ever assuming an extortionate size. 

Unrestricted prices are not a benefit to the public at large for the 
following reasons: 

1. The sale of merchandise at unrestricted prices fosters monopoly 
as it concentrates distribution into the hands of the few. 

2. This form of competition is neither fair nor honest as the only 
aim is to secure the legitimate patrons of others with the ultimate 
end of making up losses by other sales at advanced prices. 

' Adapted from Report on Price Maintenance, by Chamber of Commerce 
of the United States, April i, 1916. 
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3. It is neither fair nor honest because each item of merchandise 
should bear its proportion of overhead expense, and when goods are 
sold at cost or less this cannot be done. 

4. It is not fair or just to the small dealer whose distribution is at 
best limited and who therefore cannot compete. The ability of the 
business man of small means should not be handicapped and his use- 
fulness and success denied him because unfair methods of selling 
merchandise deny him his right. 

5. It is not fair to the manufacturer who desires to protect the 
retail price of his produce and who sees his created demand destroyed 
by reckless and unfair price-cutting. 

6. It is not just to the city or state because the concentration of 
the retail business in the hands of the few depreciates the value of 
real property which remains untenanted and of stocks that might 
be subject to taxation. 

7. It is not of advantage to the public as it denies employment 
to many who might otherwise be employed in smaller stores. 

8. It is not fair to the public because it destroys the social advan- 
tages growing out of adequate inducements to inventors to produce 
new goods. 

9. It is not fair to the public because it destroys the social 
advantages of such distribution conveniences as are represented 
by neighborhood stores and by small but skilful merchants. 

10. The only concerns that arc benefited are those which pursue 
the methods of wreck and ruin for the small merchant, in order that the 
public may be inconvenienced and deceived in the long run. 

11. The laborer is worthy of his hire, the farmer of proper pro- 
tection, and the small dealer, the retailer, in like measure, tliat he may 
be able to exist. 

12. Restricted prices would tend to the prosperity of both the 
large and small merchant inasmuch as a guaranteed profit would make 
both prosperous in a deserving measure. 
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198. KNOWLEDGE AND INFORMATION IN RELATION 
TO RISK-TAKING 

A* 

The ablest bankers, merchants, and investors collect data under 
twelve hcarlings, or on about twenty-five subjects, as follows: 

I. Buildings and real estate: (i) including all new building and 
hre losses. 

II. Bank clearings: (2) total bank clearings, (3) bank clearings 
excluding New York. 

III. Business failures: (4) failures, by number, amount of liabili- 
ties, and percentage of failures to number of firms in business. 

IV. Labor conditions: (5) immigration figures. 

V. Money conditions: (6) money in circulation, (7) comptroller’s 
rcjiorts, (8) loans of the banks, (9) cash held by the banks, (10) de- 
posits of banks, (ii) surplus reserve of banks. 

VI. Foreign trade: (12) imports, (13) ex[)orts,(i4) balance of trade. 

VII. Gold movements: (15) gold exports and imports, (16) domes- 
tic and foreign exchange and money rates. 

VIII. Commodity prices: (17) production of gold, (18) com- 
modity juices. 

IX. Investment market: (19) stock exchange transactions, 
(20) new securities. 

X. Condition of crops: (21) crop conditions and production of 
other commodities. 

XI. Railroad earnings: (22) gross and net earnings, (23) idle- 
car figures, (24) miscellaneous. 

XII. Social conditions: (25) political factors. 

The twelve headings already descrilicd are arranged so they may 
be groujied and classified under the three following divisions. These 
divisions are purely arbitrary, as every subject affects in some man- 
ner each of the three divisions. 

Corporations and merchants csj^ecially study: 

New building and iron production 

Bank clearings 

Business failures 

Labor conditions 

Earnings, croj^s, politics, etc. 

' Adapted by permission from R. W. Babson, “Barometric Indices of the 
Conditions of Trade,” Anna/s of the American Academy of Political and Social 
Science, XXXV (lyio), 596, 608-9 
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Bankers and others loaning money especially study: 

Money conditions 
Foreign trade 

Gold movements and foreign money rates 

Commodity prices 

Clearings, failures, politics, etc. 

Stock exchange firms, bond houses, and investors especially study: 
Prices and transactions 
Crop statistics 
Railroad earnings 
Social and political factors 
All figures on mercantile and monetary conditions 

Information dealing with the melal market may be grouped und(‘r 
three heads, viz.: (i) sources of current slatistiis; (2) trade pajiers 
publishing current information, (3) annual statistical publications 
The following are the important ones: 

I. Sources of Current Statistics 

A. United States Statistics: 

American Iron and Steel Association, 261 S. Fouilh St., Pliila- 
delphia 

Copper Producers’ Association, No. i Liberty 'Street, New 
York 

Horace J. Stevens, ed. The Copper Handbook, Houghton, 
Michigan 

The Iron Trade Revieh.', Cleveland, Ohio 
En\!^inecring and Mini}ig Journal, New York 
United States Steel Corporation Monthly Report of unfilled 
orders 

Customs House returns 

B. English and Foreign Statistics: 

Julius Matton, 25 Rood Lane, London 
Henry Merton & Co., Ltd., London 
Vivian, Younger & Bond, London 

' Adapted by permission from B U. Mudgett, “Current Sources of Informa- 
tion in Prorlucc Markets,” Annals of ij^e American Academy of Poliltcal and Social 
Science, XXXVIII (iqii), 438-39. 
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2. Trade Papers Publishing Current Information 

The Journal of Cormnace and Commercial Bulletin^ New York 
The Iron and Coal Trades Review, London 
The Iron Trade Review, Cleveland 
77 /e Iron A^e, New^ York 
Mineral Industry, New York 
Engineering and Mi)iing Journal, New York 
American Metal Market and Daily Iron and Steel Report, pub 
lished by the Ameikan Metal Market Co., Si I'ulton St., New 
York 

The Steel a)id Metal Digest (monthly), published by the American 
Metal Market Co , Si Fulton St., New York. 

Bulletin of the A met ii an Iron and Steel Association, 261 S. Fourth 
St., Philadelphia 

3. Annual Statistical Publications 

Statistical Re pot t of the Atnetican Iron and Steel Assoc iat ion, 261 
S. Fourth St , Philadelphia 

Metal Statistics, published by the Ameiican Metal Market Co., 
81 Ikilton Hi., New York 

Publications of the United States Geologi(al Survey 
Comnieice and Navigatictn of the United States, [)ublished by the 
Ikireau of Statistics, Washington, D.C. 

The Copper Handbook, published by Horace J. Stevens, Houghton, 
Mn liigan 

Comparative SlatistFs of Lead, Copper, St)eller, Tin, Aluminum, 
Nickel, (^)uieksil\er, and Silver, comjiiled by the Metalsgesell- 
schaft, the Metalliugisrhe-Gcsellschalt A.-G., and the Berg- und 
Metalbank AktiengeselLchaft, Frankfui l-am-Main, (iermany 
Dircitoty cf Don and Steel Works in the United States, published 
by the American Iron and Steel Association. 

iQQ. I t IE EN I REPRENEUR AS A RISK-TAKER' 

The incomes which businccss men secure through their ability to 
adjust themselves to changes in the market, though not technically 
produced, arc yet in a sense earned. By putting their capital at 
hazard and agreeing to pay stipulated wages, rent and interest, for the 
factors which they hire, they relieve the owners of these factors from a 

'Adapted by pcrmisbion from T. N., Carver, The Distribution of Wealth, 
pp. 269-75. (The MaLiiiillan Co , 1Q04.) 
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certain amount of risk. Even these men may lose through the failure 
of a business man, but not, under the law, until he has lost all his own 
capital. Their risk is thcrefoie reduced b\ having his caintal placed 
in the position of greatest hazard— that is, in the ])osition where losses 
strike it first and never reach the other factors until it has all been 
wiped out. In so far as these other factois are made somewhat safer 
by this process they can well allord to receive something less on the 
average than they might otherwise receive, leaving the business man 
something of a surplus in the long run to compensate him for his 
greater risk. 

This part of the business man’s profits is analogous to the ])iolils 
of an insurance company, which are, of couise, dilTt'rent fiom tin* 
I)remiums received, 'hhe real reward of the insuier, whether he be 
an ordinary business man or a chartered insuiance company, is to be 
found in the excess of gains over losses. In the < ase of the insurance 
company it is the total premiums received foi assuming the 1 isk minus 
the losses consequent upon assuming the risk. Here the ciuesiiou 
arises: How dc:)es there ha])i)en to be a dilTcrence? Why will the 
patrons of an insurance compan\ pay it more than their total lossc's, 
thus leaving the company a i)rc)fit ? Kvidentlv bec*ause the risk to 
the insurer is less than to the insured. In the case of lire insurance-, 
for example, the loss to the insurer in case of fire would inc hide only the 
money value of the buildings and goods destren-ed; but in the case 
of the insured it would also include shrunken credit and ciipplc'd 
business. Having capited of his owm, his credit is good for a certaii' 
amount in addition, but a part, at least, of that credit vanishes with 
his capital. More important still is the effect of a large and sudden 
loss as comj^iared wath small annual j)a\'ments upon his consumption 

It is evident that in the case of the business man, as was shown to 
be true in the case of the insurance company, so much of his gross 
income as is necessary to covei his real risk, or to make good his losses, 
is not to be classed as profits Only that which he wins because of 
favorable changes in the market, over and above what he loses because 
of unfavorable changes, can be so classed. How' clues there happen to 
be a surplus in this case ? It must be, as in the former case, because 
the risk to him is less than it would be to those whom he relieves ol u. 
As compared with the laborers, it is probable that a given loss wouh' 
affect him less seriously than it w'ould them. The loss of any con- 
siderable part of their wages, which would frecjuently happen ii they 
bore their owm risk, or took their own chances with the market for their 
18 
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products, would mean serious deprivation. But there is no-reason 
for believing that a given loss would on the average affect the business 
man less seriously than it would the landlord and the capitalist of 
whom he hires his land and capital. They are usually in as good a 
position to bear a loss as he is. But there are reasons for believing 
that the skilful business man will experience fewer losses than woidd be 
experienced by those whom he relieves of risk, whether they be laborers 
landlords, or capitalists. This is due to no actuarial principle, as in 
the case of the insurance company, but to the business maids superior 
foresight and skill in avoiding losses. That is a part of his special 
function, and in the performance of it he can be assumed to develop 
special skill. This part of his income is, therefore, due to the fact 
that he is able to avoid losses more effectively than the others whom 
he relieves of their risks. Even if he pays them what they might be 
e.xpected to earn on the average and in the long run — counting the 
losses with the gains resulting from fluctuations of the market and 
other fortuitous circumstances by so managing the business that the 
losses arc reduced and the gains increased, the business man will find 
himself in the jiossession of a surplus without having robbed or out- 
bargained anyone. This means that this part of his surplus is due to 
the fact that he is able to reduce the risk which he assumes below that 
which the others would have had to carry if he had not relieved them. 

But even if the business man is not able to avoid losses more 
successfully than the others whom he relieves of risk, he may still 
secure an income through his function as a risk-taker. The owner 
of any factor of production will ordinarily accept as hire something 
less than its average marginal product, on condition that he is relieved 
of risk. 

See also loo. The Enterpriser. 

326. 'idle Icntrepreneur and the Capitalist. 

327. d'he Eunctions of the Entrepreneur. 

328. Is the Entrepreneur Active or Passive? 

200. THE RISK THEORY OF PROFIT' 

[Nc^te. — The following statement is designed to show on what 
grounds some writers regard profits a return for risk-taking.] 

First, the distinguishing peculiarity of the entrepreneur is not that 
he is a co-ordinator, but is to be found in his ownership of the product. 

‘Taken by permission from F. B. Hawley, “The Risk Theory of Profit," 
Quarterly Journal of Economics, VII (1892-93), 478-79 
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Secondly, as the ownership of the product implies that the con- 
tinuance of risk and the indetermination of the amount of tlie residue 
are alvva\s coexistent, the residue of tlie product must constitute tlie 
reward for risk, and the only i)ossil)le inducement to incur risk. 

Thirdly, that the mere calculation of the subjective value of a risk 
docs not make such value a constituent of cost— to become a cost 
the anticipated loss must be actually sulTered or the risk itself trans- 
ferred to another with a consideration; that such a transfer is simj)lv 
the division between two undertakers, both of the risk itself and of 
the residue of the product, which is its reward, and that the insurer 
of a risk, despite his receiving a sjx'cilied sum for taking it upon him- 
self, nevertheless looks to a residue for his remuneration. 

Fourthly, no one ever assumes a risk for a consideration only e{]ual 
to its subjective value to himself, when he can get more for doing it. 
Ilis subjective valuation mai ks the limit below which his anticipations 
of reward will not go, but the amount he will exact is really deter- 
mined by the subjective valuation his would-be competitor, juM 
deterred from assuming the same risk, places upon it, allowance being 
made for the special facilities }>oss(‘sscd by each. 

Fifthly, that the excess alTorded by the residue bver the under- 
taker’s subjective valuation of his risk is a monopoly gain and a part 
of the profit of the entrepreneur, but is not a fundamentally distiiut 
foim of income, being only an increment or augmentation of tlie 
rcw’ard for risk, because the influence of monopoly is dislnbuiive 
rather than productive. 

Sixthly, that not only such things as have present value and are 
capital can be risked, but also things of present value that arc not 
capital, such as land, and things of only j)ros])ective value, such as 
wages, salaries, and interest yet to be earned, and even rei)Utation. 
Industrial venturing is not, therefore, the peculiar and exclusive 
function of the caj^italist; and, even when capital is ventured, the 
venturing of it is a function of its actual possessor, the entrejireneur, 
and not of the mere claimant, which the capitalist is. 

Seventhly, that enterprise, or risk-taking, is to be ranked along 
with land, labor, and capital, as one of the four fundamental divisions 
of the productive forces, and profit, its reward, is to be classed with 
rent, wages, and interest as one of the four radically distinct forms 
of income. 



CHAPTER IX 

THE WAGE SYSTEM AND THE WORKER 

A. Problems at Issue 

“The worker” is here used in the popular sense of the term, 
meaning the wage-earner. In the language of technical economics 
the term sometimes has wider significance, including, for example, 
the physician, the lawyer, and many others. But for our present 
purposes “worker” means the dependent worker— dependent, that is, 
upon an employer for his hire. 

When the discussion is thus narrowed to the dependent worker, it 
is apparent that he is, to a considerable extent, subject to the risks 
and uncertainties of capital. If the position of capital is insecure, the 
worker will be insecure in his employment and thus his livelihood 
is uncertain. Notwithstanding the fact that the entrepreneur serves 
as a sort of insurance concern for the worker, as was seen in the pre- 
ceding section; notwithstanding the fact that the large indirect costs 
of modern industry bring some pressure upon the entrepreneur, in 
a period of waning demand for the product, to retain his workers 
longer than was the case under the domestic system, it still remains 
true as a broad generalization that the worker is liable to suffer from 
the uncertainties in which capital and management find themselves. 
It matters not at all that the worker has had little, if any, part in 
bringing about the state of affairs which has caused these uncertainties, 

And there are other uncertainties for the worker even when cai)ital 
is quite secure. Industrial accident, occupational disease, fatigue, 
inadequate wage, inadequate opportunity, are all possibilities and 
in thousands of cases they become actualities. These uncertain- 
ties arise in part from the nature of the technical processes of 
modern industry; in part from the position in which the worker finds 
himself in industrial society; in part from inadequate and at times 
even hostile social control. 

The evils of the situation are countenanced by no one. Opinions 
vary concerning the proper corrective measures. We are not now 
concerned in passing judgment upon these measures. Much more 
study should be undertaken before we should attempt such a thing. 


<20 
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Our present task is to see the situation, appraise the causes, and take 
cognizance of the structures arising in our society to meet the case. 

It must not be supposed that there is notliing but evil in the situa- 
tion. There are many elements of certainty and sec urily. Then, too, 
many of the matters open to critiiism are not really constituent [)arts 
of the wage system, properly understood. Indeed tliey are some- 
times directly antagonistic to it. Professor Fetter has defined the 
wage system as “the organization of industry wherein some men, 
owning and directing capital, buy at their competitive value the 
s.Tvices of men without caj)ital.“ A moment’s reilection will show 
that it is not an essential pait of the wage system that the [)artie. 
should be unequal in the competili\e stiuggle. Quite the reverse. 
As Fetter says “the typical wage system would be one in which all 
such hindrances w'cre lacking, in wTich there wTre no social or political 
limitations on free competition e.xcept such as would help in educating 
and training the w'orker.” 

Are we, in our present w^age system, developing sexial classes or 
are w’e merely developing ever-changing [)la^tic social groups? 'I lu 
best opinion inclines to the latter view, but the ijiluation is well 
w'orth canvassing so that we may have some appreciation of the 
factors making for and against rigidity in social stratification. 

QUESTIONS 

I. What interest has society at large in the status and progress of the 
w'orker? On what possible grounds could one advocate a fair living 
wage for workers? Could it at all be urged from the [)oint of view of 
society as a whole ? 

2 “The worker is the victim of all the causes of insecurity afTecting 
capital and has others peculiar to his own lot.” Is this true ? What 
are some of those peculiar to his own lot ? 

3 The insecurity of labor has been ascribed to one or more of the following. 
(a) the machine system; {b) production on a large scale; (c) pecuniary 
competition; {d) the sensitiveness of modern industry; (c) the scheme 
of prices; (/) the rhythm of the business cycle, (g) the rapid develop- 
ment of technique, (//) dependence upon distant and future markets; 
(f) specialization. Are these points well taken ? Do they make for 
insecurity of capital ? 

4. People talk of the labor problem Is there really a single labor problem ? 
If so, what is it ? 

5. Presumably one thing in which we are interested is that of having as 
large and efficient a labor force as possible in order to do the work society 
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needs to have done. Is a waste of labor power involved in (a) the care 
of the sicl' ? (6) the care of persons too young to work ? (c) the care of 
persons too old to work ? {d) compulsory school attendance ? {e) prema- 
ture death? (/) militarism? (^) debauthery^ 

6. May the problems of unemployment be expected to become less acute 
if the pecuniary organization of society is perfected ? If the rhythm of 
the trade cycle is lessened ? if our tarilT policy becomes more stable ? 
if the railroad systems are brought under government ownership? if 
regulated monopoly displaces competition quite extensively ? if the 
volume of immigration is reduced? if the government prescribes con 
ditions of employment and rates of wages? if collective bargaining 
becomes universal ? if industrial development proceeds at a slower rate ? 
if society adopts socialism ? 

7. What are the causes of unemployment ? What is meant by saying its 
consequences are cumulative ? 

8. Has machinery increased or diminished uncm[)loymcnt ? 

0 ‘‘It is worth noting that a change in industrial structure is not in itself 
a cause of unemployment. It may cause a man to lose his last job, 
it does not explain what prevents him fiom getting a new one,” Assume 
this to be true. What does [irevent him from getting a new one? 

ro “Industry today is mobile. For any agent in modern industry to be 
reasonably secure it must therefore be mobile, but mobility is, by force of 
circumstances, forbidden the worker.” Examine this position. 

11. “The machine technology covers so small a fraction of the life-history 
of mankind that its disciiiline has not yet produced a methanically 
standardized race.” What does this mean? What of it? 

12. Are you inclined to attribute the nervous breakdowns so frequent in 
modern industry to machine industry or to the gain spirit applied to 
machine industry or to something eKe? 

13. “Responsibility for industrial accidents and even for industrial con- 
ditions is largely social. The resiionsible individual cannot be isolated ” 
Explain, 

14. “Society, not the worker, is responsible for industrial accidents, occupa- 
tional diseases, etc. Then let society bear the loss. Why i)unish the 
employer?” Examine this position. 

15. Wherein do the forces of demand and supply operate in peculiar ways 
with respect to labor? 

16. “Formerly the workman owned the instruments with which he worked. 
Today the instruments are all owned by another class, the ca[)italists. 
Now, since without instruments the workman’s labor-pow cr is useless, he 
is obliged to accept such wages as the capitalist may dictate, even 
though these are far below what the laborer produces.” Write out the 
converse of this argument showing' that the capitalist is at the mercy 
of the laborer. Is either statement correct? 
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17. What is meant by ‘‘the insecurity of the laborer due to intense compe- 
tition ” ? 

18. Characterize the “wage contract” from the point of view of securit\ 
of the worker. 

IQ. Draw up a list of reasons why the cmiiloycr is hi c\y to have a superior 
position in the bargaining relation. What .)f it? In .v) far as evil 
consequences result fiom this situation, are they c\\\ consequences 
to the worker or to society at huge? 

20. What effect has the transfer of thought, skill, and intelligmice from the 
worker to the machine and to management had upon the sKiiiily of 
the worker’s position ? 

21 It is s(jmctimes said that the greatest dillKulty with the situation in 
which labor finds itself is that its unceilainties and nisei unties are 
cumulative. What doi's this mean? Does it seem tiue to you? 

22 W’hat is meant by {a) the law of negligence, {b) the doi tune of a>^unied 
risks, and (c) the fellow-serv.int doctrine? W hy are these positions so 
criticized today ? W^uc they ever satisfactory ? 

23. It has been said that the laborer has not been relieved of his uruer- 
taintics as adequately as has been capital thiough the agency of sm lal 
control. Is this probable ? d'ell W'hy you think it jirobablc thatm.it- 
ters have worked out in this way. 

24. Many people complain concerning the situ.ition wliich ‘'fi(‘edom of 
contract” has placed upon the worker Just wh.it is the meaning 
of “freedom of contract”? Wherein has it diiruiilties for the 
worker ? 

25. “The right of a person to .sell his l.ibor u[)on such teims ;is he deems 
proper is, in its essence, the .s.irne as the right of the jnirdM ,er of l.'ilior 
to prescribe the conditions uj^ion which he will .-uiept sm h I.ibor from 
the person offering to si'll it. In all paitn iil.iis the employer .and the 
employee have equality of light.” Is this “eqn.ihly of right ” a reality 
or a leg.il fiction? Does it benefit one of the two p.uties more (h.m 
the other ? 

26 “Our great trouble is the kick of organization in the labor market 'I'lic 
market for corn, cotton, steel, etc , is highly organized, d'hat for labor 
is highly disorganized. If it were well organized most of the elements 
of insecurity of the worker would disa[)pear.” Why has the market 
for labor remained unorganized as compared with that for cotton? 
What concrete things would make for organization of this market ? 
Would it accom[)lish w'hat is here claimed for it ? Is org.inization of the 
labor market synonymous with organized labor? 

27. Are there any motive forces which tend to bring about the regularization 
of industry through action by imlividuals ? 

28. Just how does regulation of cnitput by the employer tend to stabilize 
the position of the wmrker? 
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29. “Because of the delicate pecuniary organization of society the conse- 
quences of a failure of the industrial machine at one point are dissi- 
pated through the whole of the economic order. Thus the burdens of 
economic insecurity are much smaller than they would be under a non- 
pecimiary organization.” Can you support this statement? 

30. Would it be correct to speak of the civil-service movement as one in 
the direction of guaranteeing greater stability of employment ? 

31. Draw up a statement of the function of social insurance. 

32. “Society pays pensions to persons wounded in war. It should be 
equally willing to pay pensions to those wounded in providing society’s 
daily subsistence.” Is this a sound argument? 

33. “Industrial insurance is no solution of the problems of economic insecur- 
ity. It substitutes for an analysis of those problems an accurate 
accounting of industiial risks, for an attempt at solution an endeavor 
to distribute the risks with the minimum of burden.” Explain fully 
Do you agree ? 

34. In what ways is it charged that immigration increases the insecurity of 
the position of labor. Docs the argument apply primarily to skilled or 
to unskilled labor? It has been argued that heavy immigration tends 
to lower the standard of living of the worker in this country. On 
w'hat grounds (is this stated ? Sui)pose it is true, w'hat ditlcrencc does 
it make to the worker? What difference does it make to society 
at large ? 

35. “The worker can never be secure until he is safeguarded against (a) un- 
employment; (/>) industrial accident; (c) sickness, (f/) poverly-siricken 
old age; (e) inadequate livelihood. This cannot occur under a pecuni- 
ary organization of society. Such an organization has been amply 
tried. It has abundantly established its inadequacy in the face of such 
diflicultics.” I'hxamine this position 

36. “Nothing short of control of population will suffice as a solution of the 
labor problem.” Why docs the writer say this? What does control 
of population mean? 

37. Draw up in outline form a statement of the relation of vocational 
guidance to the security of the worker. Do the same for employment 
bureaus. 

38. “I have solved the labor problem so far as my own factory is concerned 
I pay my men a rate of wages somewhat higher than they can get 
elsewhere. For them I have provided recreation facilities, sanitary 
conditions of employment, and a bureau of vocational guidance. Any- 
one else can solve the labor problem, if he does as I have done.” If all 
employers should follow this employer’s example, would the problem be 
solved ? 

39. If “employer’s liability” is deemed advisable, should the law be made to 
apply to miners, factory operatives, machinists, locomotive engineers, 
drug clerks, errand boys, household servants ? 
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40. “Vocational education means an increase of labor efficiency and thus 
an increase of wages.” “Vocational education means an increase of 
efficiency which means fewer laborers can do the same work and thus 
wages will go down.” What is your opinion of this matter? 

41. “Industrial success is personal, not social. The existing social system 
is not keeping men at the bottom. It is their own personal deficien- 
cies that keep them there.” Give reasons for or against. 

42. What is your present conclusion: Are low wages caused by low standards 
of living, or are low standards of living caused by low wages? 

43. What is your present conclusion: Are low wages caused by inefficiency 
on the part of the worker, or is inefficiency on the part of the worker 
caused by low w'agcs ? 

44. “The enactment of a minimum wage for unskilled labor would probably 
lead to the followdng results: various evasions of the law; substitution of 
more efficient for less effiicicnt labor; increase in the use of machinery, 
increase in unemployment.” (live arguments for and agaiiNt the 
probability of these things hapjiening. 

4v It is sometimes said that labor itself w'ould gain nothing by the intro 
duction of the minimum wage. It is argued that the increa.scd wage 
would result in an increased price of the [iroduct made by this labor, 
and since labor is itself the main consumer of its products, the apiiarent 
rise in money w'age would be ofTset by the rise in prices. What is your 
owm opinion on this matter? 

16 “The increased wages w-ill in all (irobabilily come from the parts of the 
incomes of capitalists which otherwise they w'ould save. 'I'hus the 
proposal is likely to lead to a decrease in the amount of capital and a 
tendency, in consequence, towaard a lower rate of waagos in the next geneia- 
tion. This tendency is likely to prove cumulative.” Do you agree 

47 Some people think one of the great diirKulties in connection with labor 
problems is that the incentives wffiich labor had in former days have 
been taken away by the consequences of the Industrial Revolution 
Make out a list of the incentives labor had in the days of mediaeval 
industry in England. What ones of these have been taken away by the 
Industrial Revolution ? Have any new incentives sprung up to take 
the place of the old ones ? Is the wage the only incentive today ? 

48. Why do employers engage in welfare work? Is it to furnish incentive 
to labor? Is it on humanitarian grounds? Is it because it pays? 
Are there other possible reasons? 

49. “Wages will take care of themselves if in some way we can diminish the 
numbers of those desiring employment in poorly paid occupations ” 
Do you agree ? Is the proposal one which should be carried out ? 

50. Why do unions attempt to establish the principle of uniformity with 
respect to wage rates, hours pf work, and conditions of employment 
generally in a trade ? 
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51. Strikes, boycotts, blacklists, and picketing sound like militant matters 
which would be unsettling to industry. What can anyone mean by say- 
ing that they are devices being used to bring about stability ? 

52. Some people believe that the labor problem so cdlcd will be solved by 
keeping hands off — by letting competition work itself out. Trade 
unionism, tliey believe, will interfere with the workings of competition 
by setting up a labor monopoly. What do you think of this position ? 

53. Look up tlic meaning of “profit-sharing.” It is urged as one of the 
devices which migiit be used to give greater security to the worker. 
Is it really a device to give him security or to increase his productivity ? 
Is it likely to work well in cither event? 

54. “Trofit-sharing solves the labor problem by giving the employee a 
pecuniary interest in the business.” “Piofit-sharing is an attempt to 
bribe labor with small amounts of stock to accept the capitalist’s view- 
point and j)hilosophy.” Where lies the truth ? 

55. What arc the defects of co-oi>eration as a solution of the labor problem ? 

56. “The labor problem can be adequately and finally solved without the 
use of cumbersome legislative methods. Use the universal prini i{)les 
of justice, (live both employer and employee what is right and the 
problem is solved.” What are these univers.d principles of justice? 
Who would apply them? Is this means adequate? 

57. Draw up a list of the elements of security in the position of the worker. 
Compare the situation with that of 1300. 

58. What is meant by the e\preb>sion “democracy in industry.” Does it 
seem to you a practical proposal or is it merely Uto[)ian? 

59. Just what is (he mechanism of the j)lan of the socialists to give greater 
security to the worker? of the syndicalists? 

60. Draw up a list of the structures or devices which are designed to meet 
the diniculties connected with the position of the wairker in our wage 
system. What ones of these structures or devices involve little or no 
change in the present organization of society? What ones involve 
much change? What ones are emerging as a result of action by the 
laboring class ? What ones as a result of action by employers ? What 
ones as a rc.sult of action of society as a whole ? 

61. For the sake of the argument, assume that, in the net, the position of the 
worker is uncertain and insecure and that it must remain so under our 
present oiganization of society. Does the acceptance of this position 
commit you to a belief that the present organization should be done 
away with ? 

62. It is generally said that class consciousness has developed quite slowly 
in the United States. Can you give any reasons why this would be 
true? 

63. May it be true that interests are fundamentally harmonious and that 
class conflict is due to lack of understanding of common interests ? 
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64. “For a class struggle to exist in society there must be first a class 
inequality, and second the outlets must be closed whereby the strength 
and ferment of the inferior class have been permitted to escape.” 
How far do these conditions exist in the United States ? 

65. “A state has been reached where the proletariat cannot attain its 
emancipation from the sway of the exploiting and ruHng class — the 
bourgeoisie — without at the same time, once and for all, emancipating 
society at large from all exploitation, oppression, class distinction, and 
class struggles.” What group of people is likely to believe this? 

66 . “Social life is an extremely complex thing. One belongs, not to a single, 
but to many, different groups. In America, therefore, there can be no 
such thing as a group or a class viewpoint.” Illustrate for individuals 
in the middle class. Does the conclusion apply to the proletariat ? 

67. Why do employers generally talk in terms of national and social welfare 
and laborers in terms of group and class welfare ? 

6.S Sketch as clearly as you can the general attitude of the employer upon 
the constitution, the courts, government control of industry, the Chris- 
tian religion, vocational education, trade unionism. Sketch the atti- 
tude of the worker 

69 “Talk of class conflict is nonsense. 'I'he interests of labor and capital 
are fundamentally harmonious” “Cla.ss conflict i^ inevitable. The 
interests of labor and ca{)ital are fundamentally antagonistic.” Which 
is true ? Is either true ? Can both be true? 

70 If a real basis of conflict exists between two groups, who is to decide 
what is “right”? Is there a “public” that can do so? 

71. Are there two distinct classes, a laboring and an employing class? If 
there are not two distinct classes, is society divided into some other 
definite number of distinct classes? 

:: “ The tests of relative income fails utterly to furnish a standard for 
distinguishing classes.” Why or why not? 

7,^ Assume that you are a business manager. Are there any cases where 
your policy will dei)cnd upon your theory of classes ? Can you imagine 
a business having in some of its parts, a certain organization because 
the manager has a given theory of classes ? 

74 Assume that you are a statesman. Are there any cases where your 
policy will depend upon your theory of classes? 

75. Social insurance is urged. How will the project be regarded by the 
extreme socialist ? By the extreme classical economist ? Could they 
reach the same practical conclusion ? If they did, would they do so by 
following out the same hypotheses with respect to social classes ? 

76 Assume that classes do exist. Does our discussion lead to the conclusion 
that the existence of classes is an evil thing ? 

77. Suppose that classes do e.xist and that their existence is an evil thing 
What can we do about it ? 
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B. An Introductory Survey 

201. THE WAGE-EARNERS* 

Let us recapitulate. We have excluded, first, the employing class; 
second, all who, having possession of the agencies and instrumentalities 
of production, whether agricultural or mechanical, are not dependent 
on others for the opportunity to produce; third, those who, though 
not owning land, lease it, whether under the protection of law or 
subject to all the hardships of competition. These successive exclu- 
sions leave us the employed class, whether in agriculture or manu- 
factures. From this we further exclude all who produce on shares, 
and all who are paid or subsist out of the revenues of their employers. 
We have left the wages class proper, including all persons who are 
employed in production with a view to the profit of their employers, 
and are paid at stipulated rates. 

But though the wage class includes but a fraction of humanity, it 
is large. Of the eighty millions of English-speaking people, three- 
fourths probably, two-thirds certainly, subsist on wages. 

202. LABOR CONDITIONS AND PROBLEMS 

[Note. — This is an outline of Professor Hoxie’s course on Labor 
Conditions and Problems. It is presented as a means of showing 
something of the scope of the topic we are considering. The outline 
will repay careful study.) 

A 'PlIE FUNDA^fENTAL AND GENERAL CONDITIONS OF LabOR AND SOCIAI. 

Welfare 

I. The rights or the legal status of labor and the employers 

a) Rival theories of law and rights 

(1) The laissez-faire theory 

(2) The sociological theory 

(3) The absolutislic standpoint 

(4) The evolutionary viewpoint 

b) The general right to the freedom of contract 

c) The wage contract 

d) The rights of bargaining 

(i) Competitive rights 

(fl) The right to work where, when, and for whom he pleases 

(b) The right to quit work 

(c) Rights as to wages and conditions of employment: wages; 
hours; dangerous work; unsanitary work; the right to 
maintain a nuisance 

‘ Adapted by permission from F. A Walker, The Wages Question, pp 210-17. 
(Hcnr>' Holt & Co., 1891.) 
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(2) The rights of combination 

(c) General 

(b) The right to bargain collectively 

(c) The right to strike 

(d) The right to persuade and picket 

(e) The right to boycott 

(J) The right to blacklist 

e) The right to compensation for death or accident 

(1) Contracting out 

(2) Assumption of risk 

(3) Employers’ liability 

(4) Workingmen’s compensation 
0 The employers’ right to discharge 

g) The employers’ right of discipline 

h) Property rights of workers 

(1) In general 

(2) Employers’ lien 

(3) Debt and the right to the tools of the trade 

The legal and economic strength of the workers as compared with the 
employers 

a) The advantages of the employers as conferred by: the ownership 
of the means of production; the waiting power of the individual, 
industrial combinations; employers’ associations; the ability to 
employ legal talent; the theory of the law and the attitude and 
applications of the courts; the protection of i)olice power; strike- 
breaking agencies; labor “oversupply” and the competition of 
laborers, political control; the effects of machine industry; the 
spy system; blacklisting 

h) The advantages of the employees as conferred by: combination, 
monopolistic organizations; strikes; violence; boycotts; the spy 
system; sabotage; political control; the general theory of price- 
making; agencies of the state for industrial control and the dis- 
semination of knowledge 

() The general outcome: as to skilled and organized labor; as to 
unskilled and unorganized labor 

The “efficiency” of the workers 

a) The general relation of “labor efficiency” to the welfare of labor 
and society 

b) Factors determining “labor efficiency” 

(i) General and social; resources; transportation; goods, mar- 
kets, and market organization, commercial and financial 
organization; the state of the industrial arts— the general 
effects and tendencies of the machine industry; public health; 



530 


INDUSTRIAL SOCIETY 


organization of the labor market; the number and general 
quality of the workers as determined by the birth-rate, 
eugenic ideals and conditions, immigration 

(2) Shop conditions: management, organization, and eCTiciency; 
sanitation and safety; vocational adaptation; education and 
training, covering apprenticeship, industrial education, etc.; 
specialization and monotony; fatigue and its determinants 

(3) Home life, standards of living, general character, and outlook 
of the workers 

(4) Leisure and recreation 

(5) Temperance 

(6) Criminal, reformatory, and welfare agencies 

B. Specific Conditions and Problems affecting Labor and Social 

Welfare 

1. Woman’s labor 

2. Child labor 

3. Convict and padrone labor 

4. How workers are trained and fitted for work before entering upon it: 
public-school training generally; industrial education (trade schools, 
continuation schools); effects upon workers 

5. How work is secured: miscellaneous application; newspaper adver- 
tisements; shop bulletins; friendly intervention; private employ- 
ment agencies; public employment agencies; advanced methods and 
problems of vocational selection 

6. The organization of the shop 

a) Managerial organization: ordinary; functionnl; material and 
mechanical conditions 

b) How workers are organized for production in the shop: individual 
work and direct responsiiiility; gang work; sub-contract or 
sweating work; the padrone system 

7. The government of the shop and shop discipline: autocratic rule; 
democratic rule; the presentation of complaints and the considera- 
tion of grievances; discipline — fining and docking, discharge, rec- 
ord-keeping and blacklisting 

8. The character and amount of work required: classification of work 
and workers; the determination of speed and output; methods of 
work and task-setting; methods of determining and enforcing speed 
and output; the determination of quality of work and output 

9. The adaptation and training of the workers in the shop: the assign- 
ment of the worker and the determination of his fitness for the work; 
apprenticeship; special instruction and training in the shop; effects 
on the workers 
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10. Wages and wage determination 

a) Wage factors: base rates; special rewards such as overtime work 
and pay, bonus payments, premium payments, profit'Sharing 
dividends, co-opcratiun awards, special awards for suggestions 

b) Modes and times of wage payments: their character; their 
determination; their elTccts on the training of workers, on the 
efficiency of workers, on the speed of workers, on the health of 
workers, on the vages of workers in relation to efficiency, on the 
character viewpoint of the workers 

c) The cutting of wage rates: methods; effects; conditions ncces 
sary to prevent 

d) Who determines wages 

e) Methods by which wages are determined: arbitrary authority, 
competition; custom; individual bargaining; collective bargain- 
ing 

f) General forces affecting wages: industrial and financicd conditions 

g) Extent and variation of wages: difi'erent classes of workers; 
dilTerent occupations 

h) The minimum wage: actual; the socially tolerable; the problem 
1) The general {iroblem of wages and w-age payment 

1 1. Hours of labor 

a) Actual: general; occupational; women and children 

b) How determined 

c) Effects <'is above 

d) The minimum working day: actual; the socially tolerable maxi- 
mum, the problem 

12. Specialization of w'ork; extent, causes, tendencies, effects on output , 
quality, and the w'orkers, mon(»tony, c .ifiability, spiritual and social 
elTccIs 

13. Advancement and piomotion signilic.incc, o|)iK>rtunit u's, methods 

14. Security and continuity of emidoyment: the turnover of labor; how 
determined in the shop; genend lactors affecting, the problem 

15. Sanitation, comfort, and s.ifety. facts; causes, remedies 

16. Accidents and industrial diseases: extent; causes, effects, res[)onsi- 
bility; remedies for; private industrial insurance (co-operative and 
business); state control (legislation, inspection and administration, 
punishment); compensation, including employers’ liability, working- 
men’s compensation, state insurance 

17. Special conditions and evils of particular occupations, e.g., messenger 
boys 

18. Unemployment: seasonal, occupational, general 

19. Standards of living, and living conditions of the workers: food, 
clothing; housing; recreation; causes; effects; the problem 
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20. Betterment programs: the laissez-faire ideal ; the trade-union program ; 
the syndicalistic-anarchistic program; the government control 
of industry and living conditions; the socialistic program; the uplift 
or progressive program; co-operation and profit-sharing; employers’ 
welfare work 

203. ECONOMIC INSECURITY OF THE WORKERS* 

To grasp the problem as a whole we must appreciate the peculiar 
position of the laborer in the machine system. This can best come 
from contrasting, say, the villein on the manor with the modern indus- 
trial “hand.” Custom granted to the former the use of the same 
land year after year, exacted from him a fixed rent, forbade his dis- 
possession, and made his position permanent. He and the land formed 
an inscparalile industrial unit: there was always something for him 
to work with; what he produced he had. d'he prolilem of want might 
indeed confront him; but it was associated with a raid of an alien 
feudal lord upon his manor or the failure of the elements to grant a 
full yield from the earth. The group to which he belonged was 
established upon a “personal” basis, and was possessed of a spirit of 
solidarity. He possessed as long as they possessed. 

In modern industrial society, on the contrary, tliere is no perma- 
nent association of the laborer with the instruments of production. 
He secures ecjuipment with which to work by means of a “contract” 
expressed in pecuniary terms, and running for a stipulated period. He 
owns no eciuities in the property with which he works. When the 
contract expires, it need not be renewed. No other property owner 
is compelled to make a new contract with him. 'Fhe bait of higher 
wages, drawing him from place to place, is likely to prevent his identi- 
fication with a group animated by a spirit of solidarity. He has the 
tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
itself. He has the disadvantages which attend short-time contracts. 
These last are outgrowths of two sets of conditions: first, those 
affecting employment, causing it to increase or decrease, and to 
pay higher or lower wages; and second, his own industrial powers, 
w'hich may be partially impaired or even totally collapsed, from 
accident or sickness to whicli he is exposed. When they are gone, 
as they will eventually be in old age, he has no respectable surety 
of support. 

* Adapted by permission from W. H. Hamilton, Current Economic Problems, 
pp. SiS“H- (The University of Chicago Press, 1915.) 



THE WAGE SYSTEM AND THE WORKER 


533 


This larger problem involves several minor problems, very 
closely connected, and yet possessed each of its peculiar aspects. 
Unemployment, perhaps the most dilTicult of these, is closely a^^soci- 
ated ^vith the short-time contract. With changing bu.siness condi- 
tions, the employer, who is dependent upon pecuniary returns, may 
find it impossible to renew old contracts. Changes in tcchnicjue, 
tlie disappearance of his market, and a thousand other ( auses may 
contribute to this result. It is rendered more serious by tlie ebb 
and flow in the demand for labor, which is closely associated with the 
rhythm of the business cycle. Unfortunately the sup()ly of laboi, 
unlike currency, is not possessed of tlie necessary elasticity to jneet 
the changing conditions. The risks are too unj)redictable for insuranc e 
to become more than a palliative The solution of the larger problem 
is, in general, associated with that of the other problems of the cycle. 

Industrial accidents occur because we have not >et learned abso- 
lutely to control the dangerous natural forces which we have pent up 
m our machines, and because we have not learned prof)erly and 
exactly to adjust our movements to these huge engines of j)ioduc tion - 
and destruction. In general their causes are resident in the system as 
a whole and cannot be directly imputed to ‘‘individuals." Unfoi- 
tunately, howexer, their consequences may be quite concentrated. 
They are no respecters of persons, and arc as likely as not to rol) of 
their productive abilities laborers who have families dependent 
upon them. The problem involves: first, a prevention of industiial 
accidents, attended as they are with great losses of productive power; 
and second, tlie devising of some legal measure to compensate the 
injured and innocent party for his loss. 

Sickness and old age arc serious social problems. The former, 
through the absence of the laborer and the breaks in the productive 
process, which his ab.scnce entails, piles up huge economic costs. 
Unless assistance be rendered at the time of stre.ss, sickness may 
lead to a great loss of productive power and in many cases to perma- 
nent dependence. Provision for old age, under short-time labor 
contracts, is difficult and rarely is adequate. But, even if individually 
made, there is grave doubt whether the saving involved docs not 
deplete the income to such an extent as seriously to cripple efliciency. 
At any rate the feeling of insecurity is likely to hinder the laborer's 
performance of his work. A scheme of insurance should be able greatly 
to reduce the wastes incident to both of these universal occurrences. 
What is needed is a long-time cafculation, based on the whole life of the 



532 


INDUSTRIAL SOCIETY 


20. Betterment programs: the laissez-faire ideal ; the trade-union program ; 
the syndicalistic-anarchistic program; the government control 
of industry and living conditions; the socialistic program; the uplift 
or progressive program; co-operation and profit-sharing; employers’ 
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203. ECONOMIC INSECURITY OF THE WORKERS* 

To grasp the problem as a whole we must appreciate the peculiar 
position of the laborer in the machine system. This can best come 
from contrasting, say, the villein on the manor with the modern indus- 
trial “hand.” Custom granted to the former the use of the same 
land year after year, exacted from him a fixed rent, forbade his dis- 
possession, and made his position permanent. He and the land formed 
an inscparalile industrial unit: there was always something for him 
to work with; what he produced he had. d'he prolilem of want might 
indeed confront him; but it was associated with a raid of an alien 
feudal lord upon his manor or the failure of the elements to grant a 
full yield from the earth. The group to which he belonged was 
established upon a “personal” basis, and was possessed of a spirit of 
solidarity. He possessed as long as they possessed. 

In modern industrial society, on the contrary, tliere is no perma- 
nent association of the laborer with the instruments of production. 
He secures ecjuipment with which to work by means of a “contract” 
expressed in pecuniary terms, and running for a stipulated period. He 
owns no eciuities in the property with which he works. When the 
contract expires, it need not be renewed. No other property owner 
is compelled to make a new contract with him. 'Fhe bait of higher 
wages, drawing him from place to place, is likely to prevent his identi- 
fication with a group animated by a spirit of solidarity. He has the 
tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
itself. He has the disadvantages which attend short-time contracts. 
These last are outgrowths of two sets of conditions: first, those 
affecting employment, causing it to increase or decrease, and to 
pay higher or lower wages; and second, his own industrial powers, 
w'hich may be partially impaired or even totally collapsed, from 
accident or sickness to whicli he is exposed. When they are gone, 
as they will eventually be in old age, he has no respectable surety 
of support. 

* Adapted by permission from W. H. Hamilton, Current Economic Problems, 
pp. SiS“H- (The University of Chicago Press, 1915.) 
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and labor among the wage-earners of the American steel district. 
We found: 

I. An altogether incredible amount of overwork by everybody, 
reaching its extreme in the twelve-hour shift for seven days in the 
week in the steel mills and the railway switchyards. 

U. Low wages for the great majority of the la])orers employed 
by the mills, not lower than in other large cities, but low compared with 
prices — so low as to be inadequate to the maintenance of a normal 
American standard of living; wages adjusted to the single man in the 
lodging-house, not to the responsible head of a family. 

III. Still lower wages for women, who receive for example in one 
of the metal trades, in which the proportion of women is great enough 
to be menacing, oiie-half as much as unorganized men in the same 
shops and one-third as much as tlie men in the union. 

IV. An absentee capitalism, with bad elTccts strikingly analo- 
gous to those of absentee landlordism, of which also Pittsburgh 
furnishes noteworthy examples. 

V. A continuous inflow of immigrants with low standards, 
attracted by a wage which is high by the standards of Southeastern 
Europe, and which yields a net pc( uniary advantage because of 
abnormally low expenditures for food and shelter and inadequate 
[)rovision for the contingencies of sickness, accident, and death. 

VI. The destruction of family life, not in any imaginary or 
mystical sense, but by the demands of the day’s work, and by the very 
demonstrable and material method of typhoid fever and industrial 
accidents — both preventable, but costing in single years in Pittsburgh 
considerably more than a thousand lives, and irretrievably shattering 
nearly as many homes. 

VII. Archaic social institutions such as the aldcrmanic court, 
the ward school district, the family garbage disposal, and the unre- 
generate charitable institution, still surviving after the conditions to 
which they were adapted have disappeared. 

VIII. The contrast — which docs not become blurred by familiarity 
with detail, but on the contrary becomes more vivid as the outlines 
are filled in — the contrast between the prosperity on the one hand of 
the most prosperous of all the communities of our western civilization, 
with its vast natural resources, the generous fostering of government, 
the human energy, the technical development, the gigantic tonnage 
of the mines and mills, the qnornious capital of which the bank 
balances aifford an indication: and. on th« other hand, the neglect 
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tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
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* Adapted by permission from W. H. Hamilton, Current Economic Problems, 
pp. SiS“H- (The University of Chicago Press, 1915.) 
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c) At the end of the period of unemployment, the average man is 
far less efficient and capable than at the beginning of his period 
of unemployment. 

d) Increases need for charity; in two-thirds of the families who 
apply for charity in industiially normal times, one or more 
wage-earners are unemployed at the time. 

e) The irregular life of the father communicates itself to the 
children. 

/) The lack of food resulting from a lack of income means mal- 
nutrition for the whole family. 

") The individual degenerates, the family sufTers, society pays the 
cost — in more philanthropy and taxes or by being dej)rivcd of 
the services of its idle workmen. 

206. MEDIAEVAL UNEMELOYMl'A'D 

The problem of unemployment, which gives us so much anxiety, 
confronted our forefathers also, although it w'as not then nearly so 
vast and complicated. Alany causes contributed to produce it: the 
breakdown of the feudal system freed serfs from the ol)ligation of 
rendering service to their lords, but they were not all lit for other 
work, and many who had given up their lands in the hope of oljtaining 
better em[)loyment in the towns discovered too late that they had not 
the skill necessary for industrial occupations. Agricultural labourers 
were thrown out of w'ork by the enclosure of large trac ts of land for 
sheep farming. The developing of the manufacture of cloth so greatlv 
increased the demand for wool that landowners found it more profit 
able to turn their land into pasture than to grow corn upon it. Enclos- 
ing was not carried on as extensively in our period as in the sixteenth 
century, but even in the reign of Henry VII Parliament declared 
that on account of it idleness daily inc reased, for wdiere in some towns 
'Two hundred persones were occui)ied and lived by their lawfull 
labours, nowe ben there occupied two or three herdemen.” The 
selfish policy of the gilds in limiting the number of apprentices each 
master might take also caused unemployment, as many youths were 
prevented from acquiring the training needed to make them efficient 
artisans. The workmen themselves complained that the employ- 
ment of aliens deprived them of work, and no doubt this was a factor 
in the situation. The long wars in which England was engaged also 

* Taken by permission from A. Abram, English Life aftd Manners in the Later 
Middle Ages, pp. 95-^6. (George Routledge & Sons, Ltd., 1913.) 
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20. Betterment programs: the laissez-faire ideal ; the trade-union program ; 
the syndicalistic-anarchistic program; the government control 
of industry and living conditions; the socialistic program; the uplift 
or progressive program; co-operation and profit-sharing; employers’ 
welfare work 

203. ECONOMIC INSECURITY OF THE WORKERS* 

To grasp the problem as a whole we must appreciate the peculiar 
position of the laborer in the machine system. This can best come 
from contrasting, say, the villein on the manor with the modern indus- 
trial “hand.” Custom granted to the former the use of the same 
land year after year, exacted from him a fixed rent, forbade his dis- 
possession, and made his position permanent. He and the land formed 
an inscparalile industrial unit: there was always something for him 
to work with; what he produced he had. d'he prolilem of want might 
indeed confront him; but it was associated with a raid of an alien 
feudal lord upon his manor or the failure of the elements to grant a 
full yield from the earth. The group to which he belonged was 
established upon a “personal” basis, and was possessed of a spirit of 
solidarity. He possessed as long as they possessed. 

In modern industrial society, on the contrary, tliere is no perma- 
nent association of the laborer with the instruments of production. 
He secures ecjuipment with which to work by means of a “contract” 
expressed in pecuniary terms, and running for a stipulated period. He 
owns no eciuities in the property with which he works. When the 
contract expires, it need not be renewed. No other property owner 
is compelled to make a new contract with him. 'Fhe bait of higher 
wages, drawing him from place to place, is likely to prevent his identi- 
fication with a group animated by a spirit of solidarity. He has the 
tremendous advantages which come from freedom of movement and 
the chance to take advantage of the best opportunity which presents 
itself. He has the disadvantages which attend short-time contracts. 
These last are outgrowths of two sets of conditions: first, those 
affecting employment, causing it to increase or decrease, and to 
pay higher or lower wages; and second, his own industrial powers, 
w'hich may be partially impaired or even totally collapsed, from 
accident or sickness to whicli he is exposed. When they are gone, 
as they will eventually be in old age, he has no respectable surety 
of support. 

* Adapted by permission from W. H. Hamilton, Current Economic Problems, 
pp. SiS“H- (The University of Chicago Press, 1915.) 
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208. UNEMPLOYMENT A CASE OF MALADJUSTMENT* 

The problem of unemployment is the pro])lem of the adjustment of 
the supply of labour and the demand for labour. The supply of 
labour in a country is, in the widest sense, the supply of population. 
It is at any moment, apart from the possibilities of emigration and 
immigration, a fairly fixed quantity. Moreover, it is fixed for each 
moment, not by anytliing tlien happening, but by the habits and 
actions of millions of disconnected households a generation back. 
The demand for laliour, on the other hand, is an aggregate of thou- 
sands or tens of thousands of separate demands in the present. It 
fluctuates with the fortunes and the calculations of the host of rival 
employers. 

Discrepancy between two things so distinct in immediate origin 
is obviously possible. The problem has merely to be stated in order 
to shatter the simple faith that at all times any man who really 
wants work can obtain it. There is nothing in the existing industrial 
order to secure this miraculously perfect adjustment. 

Unemployment is not to be explained away as the idleness of the 
unemployable. As little can it be treated as a collection of accidents 
to individual work-people or individual firms. It is too widesj)read 
and too enduring for that. There are specific imjierfections of 
adjustment which are the economic causes of unemployment. 

One of these has long been recognized. While industry, as a 
whole, grows, specific trades may decay, or cliangc in methods and 
organization. The men who have learnt to live by those trades may 
find their peculiar and hard-won skill a drug on the market and them- 
selves permanently displaced from their chosen occupations, while 
lacking both the youth and the knowledge to make their way into 
new occupations. 

A second type of maladjustment between the demand for and the 
supply of labour is found in actual fluctuations of industrial activity. 
Many trades, perhaps most trades, pass regularly each year through 
an alternation of busy and slack seasons, determined by climate or 
social habits, or a combination of both. Building is slack in winter 
and busy in spring and summer. Printers find least to do in the 
August holidays and most in the season just before Christmas. At 
the London docks timber comes in at one time of the year; fruit at 
another; tea at a third. Behind and apart from these seasonal 

* Adapted by permission from W, H. Beveridge, Unemployment, pp. 4~i3» 81. 
(Longmans, Green & Co., 1910,) 
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vicissitudes of special trades, and affecting, though in varying degrees, 
nearly all trades at about the same time, is a cyclical fluctuation in 
which periods of general depression — 1868, 1879, 1885-1886, 1893- 
1895, 1904 — alternate at irregular intervals with periods of feverish 
activity — 1872-1874, 1881, 1889-1890, 1899-1900. At such times of 
depression the industrial system does appear to suffer a temporary loss 
of elasticity; it fails for a while to keep pace with the steady growth 
of the population. 

These two elements in the problem of unemployment have long 
been familiar. A third, apparently far more important than either 
the occasional transformation of industrial structure or the periodic 
fluctuations of industrial activity, is only just beginning to receive 
attention. This is the requirement in each trade of reserves of labour 
to meet the fluctuations of work incidental even to years of prosperity. 
The men forming these reserves arc constantly passing into and out of 
employment. They tend, moreover, to be always more numerous 
than can find employment together at any one time. This tendency 
springs directly from one of the fundamental facts of industry — 
the dissipation of the demand for labour in each trade between many 
separate employers and centres of employment. Its result may be 
described as the normal glutting of the labour market. The counter- 
part of such glutting is the idleness at every moment of some or others 
of those engaged. 

In the total reserve of labour for any occuf)ation it is possible to 
distinguish three elements. There is first the body of men represent- 
ing the fluctuations in the volume of work to be done at all centres of 
employment taken together. These men are required by the con- 
ditions of the trade as a whole. There is, second, the body of men 
required by the fact that, owing to distance, ignorance, or custom, the 
supply of labour cannot move with perfect freedom and instantane- 
ously from any one centre of employment to any other, and that 
therefore separate centres, to meet their fluctuations of work, must 
to some extent keep separate reserves. These men represent the 
friction of the labour market. There is, third, the body of men 
required neither by the fluctuations in the total volume of work nor 
by the fluctuations of separate business, but liable to be attracted 
and retained by the perpetual chance of work. 

See also 186. Seasonal Fluctuations. 

187. Business Cycles. 
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209. CHANGES OF INDUSTRIAL STRUCTURK 
AND UNEMPLOYMENT* 

Chan/Tcs of iiKlustrial structure are constantly occurring:: and 
constantly thro\vin<^" men out of employment. 'Die very life and 
growth of industry consist in the replacement of old madiines hy 
new; of established processes by l)etter ones, of labour in one foi m 
and combination by labour in fiesh forms or fresh i ombiii.it ions, 
ddie demand for l.ibour is thus in a state of iieijietual Ilu\ and recon- 
struction both as to ([ualily and as to quantity. Men who for years 
have satisfied the demand in one form may find the form suddenlv 
changed, their niche in industry brokc-n up, their hard-won skill 
supeitluous in a ncwv world; themsc'Ka's also siijieifluous unless (hc-y 
will and can learn fresh arts and find the way into unfamiliar o(:cu])a- 
tions They are displaced by economic fonc's entirely beyond the ir 
control and taking little or no account of personal meiils d'hey ate, 
in the w’ords of John Stuart Mill, “sacrificed to the gains of tlic'ir 
fellow-citizens and of posterity.” 

The changes whic h may have this c'ffca't are very various Each 
indeed is so far individual and spec ific as to make exhaustive descrij)- 
tion impossible. All that cam be done is to note the main types. 

First, while the industry of the c'ountry as a whole grow's, particuku 
industries or forms of procluclion may decay 

Second, an industry may be transformed by the introduction of 
new processes or new machines. hVom this point of view the lace 
trade is particularly interesting. 

Third, perhaps as an accompaniment of nc‘w processes or machine s 
one tyjie of labour may be substituted for another. Thus, in boot 
making, wdicrc the number of persons employed remains, in spite of 
the increased total population, practically the same in 1901 as in 1H91, 
there has been, according to the census, not only a substitution of 
machine work for hand work, but also of females for males, and of 
younger for older males. 

Fourth, the chief seat of an industry may shift from one part of 
the country to another. 'This, as in the instance of the lace trade 
mentioned above, may happen as the accompaniment of other 
changes. Sometimes — as in the removal of the main shipljuilding 
centres of the country from south to north — it may be independent 
of them. 

'Adapted by permission from VV H. Beveridge, Unemployment, pp. 111-14 
(Longmans, Green & Co , 1910 j 
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Changes of industrial structure are as a rule far more gradual 
than is allowed for by popular imagination. The typical alterations 
noted above have been spread over intervals of ten to fifty years. 
The industrial population is constantly changing, by death or retire- 
ment at one end of life, and the entry of fresh generations at another. 
The numbers in any industry may decline continuously without anyone 
being displaced from it, but simply through no new men entering to 
take the places of those who get past work. Industries seldom 
die in a night. So too new machines and new processes are seldom 
introduced everywhere at one blow. They come gradually and 
c.xperimentally. Even where the substitution of the new process 
for the old is direct, the e.xisting workmen or some of them have 
naturally the first chance of learning the new one. Often the substi- 
tution is quite indirect; machine production grows slowly in one dis- 
trict or set of factories as hand production slowly declines elsewhere. 

There is a logical objection at any time to describing a change of 
industrial structure as in itself a cause of unemployment. The cause 
of a man’s being unemjiloycd is not that which led him to lose his 
last job but that which prevents him from getting another job now. 
A change of industrial structure may displace men from their chosen 
occupations. It does not in itself prevent their immediate reabsorp- 
tion elsewhere. 

See also 182. Influences that Disturb the Static Equilibrium. 

210. THE INFLUl^NCE OF MACHINERY URON EMPLOYMENT* 

In discussing the influence of machinery upon demand for labor 
we must distinguish its effects upon (i) the number of workers em- 
ployed; (2) the regularity of employment; (3) the skill, the duration, 
intensity, and other qualities of labor. 

The facts and figures seem to support the following conclusions: 

1. That along with the increased apj)lication of machinery to the 
textile and other staple manufactures there has been a decrease of 
employment relative to production. 

2. That in the transport industries the increase of employment is 
in inverse proportion as machinery is introduced into tlie several 
branches as a dominating factor. 

3. That the rapid diminution of agricultural employment is not 
compensated by any proportionate increase of manufacturing employ- 

* Adapted by permission from J. A. Hobson, “The Influence of Machinery,” 
Political Science Quarterly^ VIII (1893), 97-1 n- 
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ment, but that the displacecl agiicultural labor finds employment in 
such branches of tiie trans})ort and distributive trade as are less sub- 
ject to machinery. 

So far, therefore, as the statistics of employments present a ju'^t 
rep;ister of the innucnce of maelnnery ui)on demand for labor, we are 
driven to conclude that the net influence of machinery is to diminish 
em{)loyment so far as those industries are concerned into whicl* 
machinery directly enters, and to increase the (hanand in those' indus- 
tries which machinery alTects l)ut slightly or indirectly. If this is true 
of England, which, having the start in the development of tlie factory 
system, has to a laiger extent than any other country s])eciah;:edi 
in the arts of manufacture, it is probable that the net elTe( t of machin- 
ery upon the demand for labor throughout the industrial world hiv'^ 
been to throw a larger pr()])()i lion of the population into industries 
where machinery does not directly enter. This general condusion. 
however, for want of exact statistical encjuirit-s conducted u])on a 
single basis, can only be accepted as ])iol)able 

The influence of machinery ii])on regulantv' of emplo} in(‘nt has a 
twofold significance. It has a direct biaiiing ujion the measurement 
of demand for labor, which must take into account not only the num- 
ber of persons employed but the cjuantity of employ mc'iit given to 
each. It has also a wider general elTc'Ct ui)on the moral and industrial 
condition of the workers, and through this upon the elTiciency of labor, 
which is attracting increased attention among students of industrial 
questions. The former consideration alone concerns us here. W'e 
have to distinguish: (i) the elTccts of the introduction of machinery 
as a disturbant of regularity of labor, (2) the normal elTects of 
machine production upon regularity of labor. 

On the whole, it seems reasonable to conclude that the present 
net influence of machinery is toward an incrc'ased irregularity of 
employment, except in industries where (i) the demand for the 
commodities produced is regular and (2) supply is regulated by the 
organized action of those who control production. 

Our reasoning from the ascertained tendencies of machinery 
inclines to the conclusion that, taking into consideration the two prime 
factors, namely, the number of those employed and the regularity 6 f 
employment, machinery does not favor an increased steady demand 
for labor. It tends, apparently, to drive labor in three directions: 

I. To the invention, execution, and maintenance of machinery to 
make machines, the labor of making machines being continually 
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Changes of industrial structure are as a rule far more gradual 
than is allowed for by popular imagination. The typical alterations 
noted above have been spread over intervals of ten to fifty years. 
The industrial population is constantly changing, by death or retire- 
ment at one end of life, and the entry of fresh generations at another. 
The numbers in any industry may decline continuously without anyone 
being displaced from it, but simply through no new men entering to 
take the places of those who get past work. Industries seldom 
die in a night. So too new machines and new processes are seldom 
introduced everywhere at one blow. They come gradually and 
c.xperimentally. Even where the substitution of the new process 
for the old is direct, the e.xisting workmen or some of them have 
naturally the first chance of learning the new one. Often the substi- 
tution is quite indirect; machine production grows slowly in one dis- 
trict or set of factories as hand production slowly declines elsewhere. 

There is a logical objection at any time to describing a change of 
industrial structure as in itself a cause of unemployment. The cause 
of a man’s being unemjiloycd is not that which led him to lose his 
last job but that which prevents him from getting another job now. 
A change of industrial structure may displace men from their chosen 
occupations. It does not in itself prevent their immediate reabsorp- 
tion elsewhere. 

See also 182. Influences that Disturb the Static Equilibrium. 

210. THE INFLUl^NCE OF MACHINERY URON EMPLOYMENT* 

In discussing the influence of machinery upon demand for labor 
we must distinguish its effects upon (i) the number of workers em- 
ployed; (2) the regularity of employment; (3) the skill, the duration, 
intensity, and other qualities of labor. 

The facts and figures seem to support the following conclusions: 

1. That along with the increased apj)lication of machinery to the 
textile and other staple manufactures there has been a decrease of 
employment relative to production. 

2. That in the transport industries the increase of employment is 
in inverse proportion as machinery is introduced into tlie several 
branches as a dominating factor. 

3. That the rapid diminution of agricultural employment is not 
compensated by any proportionate increase of manufacturing employ- 

* Adapted by permission from J. A. Hobson, “The Influence of Machinery,” 
Political Science Quarterly^ VIII (1893), 97-1 n- 
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On any given day during the year at least 3 per cent of our wage- 
earners are involuntarily idle. Usually there are 10 per cent. These 
idle men must alw^ays be on hand to meet the fluctuating demands of 
the industries of the State. 

Summarizing the data at our command, we should say that in 
ordinary years of business prosperity, taking all industries into con- 
sideration, out of every 100 persons, Oo will be steadily employed; 40 
will be w’orking irregularly. Of those who have irregular em])loyment 
3 will always be out of work, d'he percentages vaiy with the dilTerent 
industries, but the experience is characteristic of every industry. 

It has been suggested that Huctuation in the amount of employ- 
ment does not necessarily constitute a problem. If wages are high 
enough during the working jieriod to cairy the worker over the 
slack times, there is no ])rol)lem at all. 'I'here is, howx'ver, lit tit- 
evidence, except in highly organized trades hke building, to show that 
wxiges arc adjusted in such a manner as to alfoid an ade(iuate annual 
income to the wage-earner despite loss of linu' tliiough unemployment. 
It must be remembered, too, that while an exccptiomdlv strong union 
may force wxiges up to cover slack seasons, it cannot do this for slack 
years, and these, as we have seen, recur just as regularly as do slack 
.sciisons. 

An idea of the loss of earnings by trade union members of this 
State through unemployment may be had from their rej)orts to the 
Commission. The average possible earnings of the members in 211 
unions aie a little over $1,000 per year. The actual earnings are 
$Soo; a loss of 20 per cent. Of the 21 1 unions there wxrc 72 whose 
members lost practically no earnings except through voluntary 
idleness. In 116 of the unions the loss from involuntary unemploy- 
ment was over $100 annually per member, while in about one-third 
of the unions the average amount of earnings lost per member was 
more than S3 00 a \ ear. 

Unorganized wxigc-earners, on the whole, do not fare as well as 
union members. Yet these people lose from 1 1 to 20 per cent of their 
possible working time every \ ear. It seems j^lain that even at $3 per 
day with the present cost of living few can alTord to lose this time 
without hardship. When we remember that the unorganized workers 
earn a great deal less than the union men, there seems no doubt that 
few of the latter can lose the time that they have to lose every year 
without getting into debt, reducing their standard of living, or 
applying for charity. 
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During March and the first part of April, 1915, investigations 
were made in 16 cities m the Hast and Middle West. The table (I) 
gives the summary of the investigation: 

TABLE I 

SuHMxaY Of Unemployment Survey in i 6 CiTiEf 


Cm 

Number 

OF 

Familh's 

Can- 

vassed 

Pi r- 

n NIAOE 
op I'AMl- 
LIKS 

u n H 
Unkm- 

IM OY- 

M 1 N r 

Number 

or 

Persons 

IN 

Families 

Number 

or 

Wage- 

Earners 

IN 

Families 

Unemployed 

Part Time 

V\'OKK.ER3 

Number 

Per- 

cent- 

age 

N umber 

Per. 

cent- 

age 

Boston, Mass 

4^,649 

14 1 

207,956 

77.4tg 

7.863 

10 a 

13,436 

17 3 

ItrnlKM""' tonn . 

.S.Mt 

6 I 

52,144 

12,533 

537 

4 3 

2.4 93 

19 Q 

t tin ai;o. III 


17 s 

414 675 

157,616 

20,95 2 

13 3 

16, 575 

10 5 

( K V( 1 iiid, ( )lii() 

lO.Hu 

11 6 

67,787 

24.054 

3,5(8 

9 4 

3,060 

13 3 

Lulnth, M inn 

I , i 

21 7 

0,596 

2,089 

42s 

20 3 

371 

17 8 

K iiis.i^ 1 it V. Mo 

14 

IS 6 

5C4t7 

22,512 

2,81s 

12 5 

1,979 

8 8 

Lduisvilk , k V 

1,0)7 

ig 7 

7.238 

3.036 

399 

13 I 

8(3 

37 7 

M ilwankn , U is 

H.,Si \ 

g g 

36,146 

13,1 12 

1.030 

7 9 

3.788 

28 9 

Minne ipulis, Minn 

2 . 20O 

17 s 

8,571 

3.349 

495 

14 4 

183 

5 3 

I’liiladi Ipliia, I’.i 

79,0^8 

14 3 

346,787 

137.2(4 

14,147 

10 3 

26,907 

IQ 6 

PiUshuif^li, Pii .... 

3h,si4 

1 1 6 

I 5 s ,763 

53.336 

5,94a 

11 1 

15.474 

29 0 

St J.nins, Mo 

05.y7g 

17 3 

258,669 

104.499 

14,219 

13 6 

14.317 

13 7 

St Ikiiil, .\liiin 

3.5 ‘S 

17 9 

10,782 

4,135 

582 

14 1 

143 

3 4 

Sprinn'hc'M, Mo . , . 

1.584 


6,190 

2,284 

162 

7 1 

33 

I 4 

I'olcdo, Ohio 

7.2 15 

12 8 

38,01s 

10, U2 

1,102 

10 7 

1,801 

17 5 

Wilkcs-liarrc, Pa . , . 

11,4 Si 

8 6 

53, goo 

18,884 

1,200 

6 4 

6,104 

33 3 

Total 

401,548 

1 IS 0 

i,6g4.8gs 

647.394 

74,318 

11 5 

107,494 

16 6 


In the table on page 547 (X), the percentage of wage-earners 
unemployed from each specified cause in each city is shown, the 
percentages bc'ing based upon the number of wage-earners reporting. 

During June and July, 1914, investigations were held in 12 cities 
in the Rocky Mountain and Pacific Coast States. Table XI, on 
p. 547, shows in summary form the results of the canvass. 

An unemployment survey of New York City was made in January 
and February, 1915, by the Bureau of Labor Statistics. This survey 
was made at a time when the abnormal extent of unemployment 
manifested itself in a number of diflercnt ways. By the end of the 
summer, however, the feeling was general that conditions had greatly 
improved since the preceding winter, but no measure of this improve- 
ment had been determined. In order to determine the falling off 
in unemployment between the winter season, wLen the number of 
wage-earners out of work probably reached the highest point, and the 

* Ad.iptcd from “Unemployment in the United States,” Dullelin of the United 
Stales Bureau of Labor Statistics, No. 195 (July, 1916), pp. 6, 92-100, 
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summer season, when the number unemployed under normal condi- 
tions would probably be the smallest of the year, a second survey was 
undertaken. 

TABLE X 

SuuMAJLY Of Causes of Ui^employmkot in i6 Cities 


City 

Number 
OF Wage- 
Earners 
Retort- 
INO 

Wage Earners 

llNtUI>IO\LD 

Percentage of Wage-Earners Unem- 
ployed FROM Each Specified Cause 

Number 

Percent- 

age 

No 
Work 
to Be 
l-ouiul 

Sick- 
ness or 
Disibil- 
ity 

Strikes 
or IxHrk- 
outs 

Other 

Causes 

Boston, Mass 

77.410 

7.863 

10 16 

7 84 

I 73 

0 00 

0 54 

liridK’cport, Coun. . . . 

12.513 

537 

4 28 

2 98 

1 04 

01 

.27 

C hicago, 111 

157.616 

20,952 

13 29 

II 16 

I 21 

II 

82 

(Jt vcland, Ohio 

24.034 

2.348 

0 42 

7 60 

I 37 

* 


Duluth, Minn 

2 ,080 

425 

20 34 

17 II 

2 50 


60 

kansas City, Mo .... 

22 ,S 1 2 

2,8i 5 

12 50 

9 58 

I ^3 

03 

I 08 

Louisville, Kv 

3.0 16 

509 

13 14 

8 91 

I 01 

04 

2 24 

M ilwaukec, \\ is 

13,112 

I.o 50 

7 86 

6 u 

00 

01 

6S 

Minneapolis, Minn. . . 

3 • UQ 

405 

14 40 

IT 54 

X 26 

06 

OS 

Philadelphia, Pa ... 

157.2 V 4 

14.147 

10 31 

8 52 

1 03 

02 

72 

I’lltsburRh, Pa 

55,356 

5.042 

II 14 

0 49 

I 00 

06 

56 

“st Louis, Mo 

104,499 

14.210 

13 ^1 

II 80 

1 16 

04 

60 

Paul, M mn .... 

4.1 55 

582 

14 07 

II 2 t 

I 8,8 

o 3 

03 

S|>rinRfjeld, Mo 

2,2.84 

l()2 

7 09 

5 16 

1 80 


14 

Toledo, Ohio 

10 u 2 

1,102 

10 69 

8 84 

1 10 

01 

67 

Wilkes-Barre, Pa. . . . 

18.884 

1 ,200 

6 55 

4 65 

1 53 

02 

22 

Total 

647 k 304 

74,218 

II 46 

0 51 

1.27 

06 

68 


• Less than one-hundrodtb of i per cent 


TABLE XI 

SuMiiARY OF Unemployment Survey in 12 Rocky Mouniain and Pacikic Coast Cities 


City 

Number 

OF 

Fami- 

lies 

Can- 

vassed 

Per- 

Cl- NT- 
AGE OF 
pAMl- 
LIKS 

IIa\ ING 
Unkm- 
pioy- 

me.nt 

Number 
OF Per- 
sons IN 
!• AMI- 
LIES 

Number 

OF 

W'Al.E- 

Earnfrs 

IN 

Fami- 

lies 

Unemployed 

Part-Time 
WORKF RS 

Number 

Per- 

cent- 

age 

Number 

Per- 

cent- 

age 

Butte, Mont 

3.557 

7 6 

13.148 

4.229 

298 

7 0 

536 

12 7 

Los Angeles, Cal 

5,621 

13 1 

21,414 

7,227 

822 

II 4 

1,744 

24 I 

O.ikland, Cal 

2,927 

15 I 

11.478 

4.2 s6 

510 

12 0 

1,144 

26 9 

Ogden, Utah 

581 

5 7 

2,66.8 

887 

40 

4 5 

127 

14 3 

Portland, Ore 

1,783 

23 4 

6,711 

2,547 

469 

20 0 

406 

17 3 

Sacramento, Cal 

1,288 

ii 8 

4.856 

1.856 

170 

9 a 

439 

33 7 

Salt Lake City. Utah . . 

1,052 

14 3 

4.456 

1 ,664 

173 

10 4 

295 

17.7 

San DiegOj Cal 

1,466 

18 3 

5.682 

1,828 

305 

16 7 

553 

20 2 

San Francisco, Cal , . 

5,520 

19 5 

20,810 

7.740 

1,206 

15 6 

1,071 

^5 4 

Seattle, Wash 

10,112 

15 0 

36,242 

13.475 

1.713 

12 7 

1,002 

14 8 

Spokane, Wash 

1,012 

ig 0 

3,479 

1,259 

210 

16 7 

257 

20 4 

Tacoma, Wash 

i,8i8 

21 3 

6.977 

2,558 

457 

17 9 

537 

20 6 

Total 

36,537 

15 i 

I37.OOI 

49.333 

6 k 573 

12 9 

0,971 

20.2 


Because of the large numbers involved it is safe to estimate the 
total number unemployed in the entire city. The following table 
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(XVI) gives the estimates of the total number out of work in New 
York City, by sex, with unemployment rates, as made for both sur- 
veys. These estimates are based upon the number of wage-earners 
given in the 1910 United States Census (with proper allowance for 
increase in population), the unemployment rates obtained in the 
surveys, and the sex distribution of the unemployed canvassed. 


TABLE XVT 

Estimated Numdeh ahd Perckntaoe of UNrypiovED Wage-Earners in New York City, 
February and SEiTEMiitR, igis, by Sex 



Males 

Eemai es 

Total 

Time of Survey 

Estimated 

PcrcentaRc 

EsI im itcd 

Perientage 

Estimated 

Pert cut. IRC 


Uri- 

of W aKC- 

( n- 

of \\ aKC- 

Cn- 

of W aKC- 


empli)>ed 

Earners 

eniplov ed 

Earimrs 

emi)Io>ed 

Earners 

February, 1915 . . 

September, 1915 

3tb,2io 

18 8 

61,770 

9 2 

000 

16 2 

127,842 

7 I 

37,094 

5 S 1 

i6(,9j6 

6 7 


The figures above show that the distress caused by uncmi)loymcnt 
conditions in February was to a large extent alleviated by September. 
The total number unemployed was nearly tw^o and one-half times 

TABLE X\1II 

Cumulative Number and Ppiu'i NrAGE op Waoe-E\rnirs in New York City, February and 
Sebifmblr, igis, Uncmploved over Each Si>e(ihid Number of Days 



February 

Sept KM BER 

Duration of 

Males 1 

1 Females I 

Total 

Males 

Females I 

Total 

Unembloymunt 













Niim- 

Per- 

Num- 

Per- 

Num- 

Per- 

Num- 

Per- 

Num- 

Per- 

Num- 

Per- 



ber 

eeiit- 

ber 

cent- 

ber 

ecut- 

ber 

cent- 

ber 

cent- 

ber 

cent- 



UKC 


UKe* 


a^e 


age 


age 


age 

Over 180 days 

1,410 

II 5 

215 

9 4 

1,655 

ir I 

1,254 

26 I 

246 

17 0 

1,490 

24 I 

Over 120 days , 

3 ,P 8 

27 I 

5 t 6 

2 ? 3 

3 . 9(4 

26 6 

i,70H 

35 6 

368 

26 6 

2,076 

33 6 

Over go days 

5,09 1 

40 6 

7801 

3 t 9 

5,874 

39 5 

2 ,M 7 

41 8 

507 

36 6 

2,654, 

42 0 

Over 60 days 

7,220 

57 5 

1,119 

48 7 

8,449 

56 r 

2.804 

58 4 

722 

52 I 

3,525 

57 0 

Over 30 days 

9,790 

78 0 

1,624 

70 6 

I i.teu 

76 8 

3.541 

73 8 

1,005 

72 6 

1 4,546 

73 5 

Over 13 days 

11.259 

89 7 

1.947 

81 7 

13.206 

88 9 

4,208; 

87 7 

1,220 

88 I 

5,428 

87 8 

Over 7 davs 

It. 789 

oi 9 

2 , 077 : 

90 4 

1 4,866 

93 4 

4 , 475 l 

93 3 

1.294 

93 4 

1 5,769 

93 3 

I day and over 

12.555 

100 0 

2,298 

100 0 

1 

14,853 

100 0 

4.797 

1 

100 0 

1.385 

100 0 

1 

100 0 


as great in February as in September. However, the estimate of 
about 165,000 unemployed in September must be regarded as a 
minimum because a similar estimate based on the results of the 
September survey by the Metropolitan Life Insurance Company 
gives 224,000 unemployed. Similarly the unemployment rate of 6.7 
per cent must be regarded as a minimum because the corresponding 
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survey by the Metropolitan Life Insurance Company showed an 
unemployment rate of 9 i per cent. 

Ihe next table (XVIll) shows the unemployed in September, 
1915, classified by sex and duration of unemployment and the corre- 
sponding information for the February survey given in parallel 
columns. The figures give the cumulative number and percentage 
of wage-earners out of employment each specified number of days. 

D. The Worker and the New Technology 

See also Selections 165-170. Some C'har.icteristic Results of the 
Machine Process. 

212. THE HAZARDOUS NATURE OF MODERN INDUSTRY* 

In the first place, a high degree of hazard inheres in present-day 
methods of production. Modern technology makes use of the most 
subtle and resistless forces of nature- forces whose powers of destrut - 
tion when tliey escape control are fully commensurate with theii 
beneficent potency when kept in command. Moreover, these forces- 
operate, not the simple hand tools of other days, but a maze of compli- 
cated machinery which the individual workman can neither compre- 
hend nor control, but to the movements of which his own motions 
must closely conform in rate, range, and direction. Nor is the 
worker’s danger confined to the task in which he is himself engaged, 
nor to the appliances within his vision. A multitude of separate 
operations are combined into one comprehensive mechanical process, 
tlie successful consummation of which re(|uires the co-ojieration of 
thousands of operatives and of countless pieces of apparatus in such 
close interdependence that a hidden defect of even a minor part, or a 
momentary lapse of memory or of attention by a single individual 
may imperil the lives of hundreds. A tcjwer man misinterprets an 
order, or a brittle rail gives way, and a train loaded with human 
freight dashes to destruction. A miner tamps his “shot” with slack, 
and dust explo.sion wipes out a score of lives. A steel beam yields to 
the pressure it was calculated to bear, and a rising skyscraper col- 
lapses in consequence, burying a small army of workmen in the ruins 

In the second place, human nature, inherited from generations 
that knew not the machine, is imperfectly fitted for the strain f)ut 
upon it by mechanical industry. Safely to perform their work the 

* Adapted by permission from E. H. Downey, Hutory of Work Acctdenl 
Indemnity in Iowa, pp. 3-5 (Rublished by the State Historical Society of Iowa, 
1912.) 

19 
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operatives of a modern mill, mine, or railway should think consistently 
in terms of those mechanical laws to which alone present-day industrial 
processes are amenable. They should respond automatically to the 
most varied mechanical exigencies, and should be as insensible to 
fatigue and as unvar>dng in behavior as the machines tliey operate. 
Manifestly these are qualities which normal human beings do not 
possess in anything like the requisite degree. The common man is 
neither an automaton nor an animated slide-rule. 

The machine technology, in fact, covers so small a fraction of the 
life history of mankind that its discipline has not yet produced a 
mechanically standardized race, even in those communities and 
classes that arc industrially most advanced. And so there is a great 
number of work injuries due to the “negligence of the injured work- 
man" — due, that is to say, to the shortcomings of human nature as 
measured by the standards of the mechanician. This maladjustment 
is aggravated by the never-ceasing extension of machine methods to 
new fields of industry, and the continued influx of children, women, 
and untrained peasants into mechanical employments. Accordingly, 
the proportion of accidents attributable to want of knowledge, skill, 
strength, or care on the part of operatives appears everywhere to be 
increasing. 

There is, then, no prospect that the “carnage of peace "will be 
terminated, as the carnage of war may be, within the predictable 
future. An industrial community must face the patent fact that 
work injuries on a tremendous scale are a perinanent feature of 
modern life. Every mechanical employment has a predictable 
hazard; of a thousand men who climb to dizzy heights in erecting 
steel structures a certain number will fall to death, and of a thousand 
girls who feed metal strips into stamping machines a certain number 
will have their fingers crushed. So regularly do such injuries occur 
that every machine-made commodity may be said to have a definite 
cost in human blood and tears— a life for so many tons of coal, a 
lacerated hand for so many laundered shirts. 

213. CAUSES AND VOLUME OF INDUSTRIAL ACCIDENTS* 

The number of salary- and wage-earners in the United States 
may be conservatively estimated for 1913 at 30,760,000 males and 
7,200,000 females. This estimate is subject to correction on the 

* From F. L. Hoffman, “Industrial Accident Statistics,” Bulletin of the 
United Stales Bureau of Labor Statistics, No. 157 (March, 1915), pp. 5-6, 145. 
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GENERAL CAUSES OF COMPENSATED INDUSTRIAL ACCIDENTS, 
EXPERIENCE OF GERMAN INDliS'IRIAL ACCIDENT 
ASSOCIATIONS, 1885-1908 


Causk 

COUl’ENSATED A( CIDEOTS 

Number 

Percentage 

Motors and transmission of power 

210,558 

21 .01 

Lifts, cranes, etc 

35,715 

3 -56 

Boiler and steam-pipe explosions 

3,572 

.36 

Explosives 

9,993 

I 00 

Heats, acids, steam, gases, etc 

33,689 

3 36 

Collapses or breakdowns 

165,410 

16 51 

Falls from ladders, stairs, etc 

162,074 

16 17 

Loading, lifting, and carrying 

131,240 

13 10 

Teaming, vehicles, etc 

61,808 

6 17 

Railways 

40,355 

403 

Shipping 

10,089 

I 01 

Animals 

13,968 

1-39 

Tools 

71,91 1 

7 18 

All others 

1 51,792 

5 17 

Total 

1,002,174 

100 00 


ESTIMATE OF FATAL INDUSTRIAL ACCIDENTS IN THE UNITED 
STATES IN 1913, BY INDUSTRY GROUPS 


Industry Group 
(Males) 

Number of 
Employees 

Fatal Industrial 
Accidents 

Rate per x,ooo 

Metal mining 

170,000 

680 

4 00 

Coal mining 

750,000 

2,625 

3 50 

Fisheries 

150,000 

450 

3 00 

Navigation 

150,000 

450 

3 00 

Railroad employees 

1,750,000 

4,200 

2 40 

Electricians (light and power) 

68,000 

153 

2 25 

Navy and marine corps 

62,000 

II5 

1.85 

(Quarrying 

150,000 

255 

1.70 

Lumber industry 

531,000 

797 

1-50 

Soldiers (United States army) 

73,000 

109 

1.49 

Building and construction 

1,500,000 

1,875 

I-2S 

Draymen, teamsters, etc 

686,000 

686 

1 .00 

Street railway employees 

320,000 

320 

I 00 

Watchmen, policemen, firemen 

Telephone and telegraph (including 

200,000 

150 

.75 

linemen) 

Agricultural pursuits (including forestry 

245,000 

123 

•so 

and animal husbandry) 

12,000,000 

4,200 

.35 

Manufacturing (general) 

7,277,000 

1,819 

•25 

All other occupied males 

4,678,000 

3,508 

.75 

All occupied males 

30,760,000 

22,515 

•73 

All occupied females 

7,200,000 

540 

1 -075 
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basis of the census returns of 1910 when this estimate was made. 
The probable approximate number of fatal industrial accidents 
among American wage-earners, including both sexes, may be con- 
servatively estimated at 25,000 for the year 1913, and the number of 
injuries involving a disability of more than four weeks, using the 
ratio of Austrian experience, at approximately 700,000. This estimate 
is arrived at by calculating separately the probable accident rates 
for the more important groups of occupations, of which the foregoing 
table may be considered typical and representative. 

214. SOCIAL LOSS THROUGH ACCIDIlNTS* 

d'he accident loss for an industrial district can be estimated from 
the standpoint of social economy. Frederick Hoffman, statistician 
of the Prudential Insurance Company, estimates that the net economic 
gain to society from the life of a male wage-earner in mechanical and 
manufacturing industries averages $300 per year, his normal period 
uf industrial activity extending from the fifteenth to the sixty-fifth 
year. 

Applying this method of calculation to the actual ages of the 
526 men killed in Allegheny County during the year under considera- 
tion, but using $200 instead of $300 as the yearly economic gain, 
we find that the net loss to the community at this reduced estimate 
was $3,828,090. 

In a similar way we may sum up the net economic loss to society 
from non-fatal injuries. According to our estimate 2,000 men injured 
in industrial accidents were sent to the hospitals of the county during 
that year. Of these, roughly 60 were totally disabled for life; 192 
were partially disabled for life, their earning capacity reduced on an 
average 29 per cent; and the rest were totally disabled for periods 
ranging from one week to one year. Reckoning the loss to society 
from the total or temporary disablement of all these workers on the 
same basis, but including the cost of their maintenance during 
disability, we get an additional social loss of $1,320,636. 


r>oss to society from men totally disabled for life $ 734,928 

“ “ partially disabled for life 372,708 

“ “ “ “ “ temporarily disabled 213,000 


$1,320,636 

•Taken by permission from Cr>'^stal Eastman, Work-Accidenls and the Law, 
\l)peDdix IX, pp. 315^17. (Charities I’ublication Committee, 1910,) 
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To this we must add what it cost the community to care for all 
these cases of injury and death. Here, however, we are dealing with 
an unknown quantity. The hospital charges for the year’s industrial 
accident cases would amount to about $80,000, which we accept as 
the minimum of known cost for the medical care involved in a year’s 
industrial accidents. While every year 2,000 wealth producers are 
withdrawn tenqjurarily from any occuj^alion, and 500 moie perma- 
nently, as a result of industrial accidents in Allegheny ('ounty, a 
number of other possible wealth j)roducers arc tJnis j)erinanently 
occupied, non-product ivedy, in the business of patching up, repairing, 
putting in order, those who are injured. 

By such a method of estinnite the net ('conomic loss to society 
from one year’s work-accidents in AlleglH iiy Gounty would be as 
tollows: 

LOSS TO SOCIETY FRO.M ONU Y1:AR’S WORK-AC CIDEN TS IN 
ALLLGin.NY COUNTY 


Social Lots 

From deaths $3,828,000 

From (livalilemcnts 1,320,636 

IIosi)ital cliargcs 8o,ocx) 


$5,228,726' 

215. OCCUPA 1 TONAL DISEASES^ 

Besides the danger of injury from machinery and from general 
insanitary conditions, there are certain specially dangerous or injuri- 
ous trades, in which injury by poisoning, disease, etc., is incidental to 
trade processes as at present conducted. Mr. William English 
Walling, formerb a fattory inspector in Illinois, in a [)aper read 
before the Convention of Factory Inspectors in 1900, classified these 
dangerous trades as follows: 

1. Trades in which lead is a poisonous element: the manufacture of 
earthenware and china; file cutting; the manufacture of white lead; lead 
smelling; the use of lead in print or dye works; the manufacture of red, 
orange, or yellow lead; glass polishing; enameling of iron plates; enameling 

■ This estimate takes no account, it should be noted, of the loss involved in 
the continuous succession of small injuries not serious enough to be taken to a 
hospital, nor of injuries more serious, but occurring too far away from a hospital 
to make the trip advisable, nor of injuries, often very serious in the matter of 
disablement, but not of a nature to require hospital care. 

* Adapted from Final Report of the Industrial Commission, 1902, XIX, 901-2. 
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and tinning of hollow metal ware and cooking utensils; processes in which 
yellow chromate of lead is made, or in which goods dyed with it undergo the 
process of building, winding, weaving, etc. 

2. Trades which produce other chemical poisons; manufacture of paint 
and color; extraction of arsenic; dry cleaning; paper staining, coloring, and 
enameling; hatters and furriers’ work; the manufacture of matches; chemi- 
cal works; bronzing and metallochrome powder in lithographic works; 
india-rubber work, dyeing with certain dyes; mixing and casting of brass, 
gun metal, bell metal, white metal, phosphor-bronze, and manila mixture. 

3. Trades in which anthrax or lockjaw is an incident: wool sorting; 
the handling of hides and skins; hair factories; brush making; bone fac- 
tories; fellmongers’ works, furriers’ works; tanneries; wool combing; 
blanket stovmg and tentering; warp dressing; carbonizing and grinding of 
rags; flock making; feather cleaning. 

4. ddadcs in which the danger arises from injuiious particles in the air, 
or from dust: basic slag works; manufacture of silicate of cotton; file 
cutting; flour mills; trades which use giindstones or emery wheels; china 
scouring; silk combing; flax scutching 

5. Trades in which accidents arc so frequent as to demand special 
legislation: metal works which use converters; electrical generating works; 
bottling and bottle testing; qu.inies; manufacture of salt. 

6. Trocesses which require a sudden change from great heat to cold, and 
vice versa: lacquering and japanning; galvanizing of iron; work carried on 
in furnaces and foundries. 

7. Processes that require artificial humidity: cotton spinning, weaving, 
etc.; flax spinning, weaving, etc.; wool spinning; silk spinning. 

As an exa’rhple of disease resulting from poisoning may be men- 
tioned plumbism, the disease caused by inhaling particles of lead. 
One of its first symptoms is a blue gum, followed by loosening and 
dropping out of the teeth. Blindness, paralysis, and death in con- 
vulsions often follow. Besides plumbism, there are serious indirect 
results from lead poisoning in a number of different occupations. 

216. FATIGUE’ 

I. Fatigue — the most common and subtle danger of occupation: 

a) It may be regarded as a chemical process — a continual tearing 
down of muscle and nerve tissues without building them up. 

b) In this way, fatigue substances or toxins come to circulate 
in the blood, poisoning brain and nervous system, muscles, 
glands, and other organs: When blood is transferred from an 

‘Taken by permission from E. S. Bogardus, An Introduction to the Social 
Sciences, pp. 44-45. (University of Southern California, 1913. Author's copy- 
right.) 
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exhausted dog to a frisky one, the latter immediately droops 
and shows all the signs of fatigue. 

2. Objective causes of fatigue: 

a) Long hours — in the steel industry, the working day is usually 
twelve hours, seven days in the week. 

b) Monotonous, speeded-up operations — at many machines a 
quick pressure of the foot and accomj)anying hand-movements 
are repeated ^‘40 times a minute, 24,000 times a day." 

3. Results of fatigue: 

a) Fatigue and industrial inefficiency — poorer work and less work 
is done in the last hours of a day’s labor than in the earlier hours. 

b) Fatigue and contagious diseases — an overworked laboring 
man or woman is more susceptible to pneumonia, tuberculosis, 
typhoid fever, than is a person whose vital resistance is normal. 
A typical succession of events is first, fatigue, then colds, then 
tuberculosis, then death. 

c) Fatigue and nervous diseases — long hours of labor and feverish 
haste lead to nervous breakdown. 

d) Fatigue and future generations — the children of overworked 
parents tend to be physical weaklings. 

e) Fatigue and morals of working people — long hours of monoto- 
nous labor increase the susceptibility of the human organism to 
harmful temptations. The exhausted worker tends to neglect 
all family duties. 

/) Fatigue and industrial accidents — the liability to accident 
increases with the daily hours of labor. Investigation: In 
the second hour of work, 9,000 accidents occur; in the third 
hour, 12,000; in the fourth hour, 15,000. 

217. LONG HOURS' 

There is unmistakably a trend toward shorter hours in some 
important lines of industry. But side by side with those who have 
benefited from the introduction of the shorter day, other workers 
in various trades are still employed twelve hours a day or more. 
Thus, for instance: 

The investigation of the United States Bureau of Labor showed 
that in 1910, 62.79 per cent of over 31,000 men employed in blast 
furnaces worked 84 hours and over per week, that is 12 hours a day on 

* Adapted by permission from Felix Frankfurter and Josephine Goldmark, 
The Case for the Shorter Work Day, II, 940-41. (Reprinted by National Con- 
sumers’ League.) 
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and tinning of hollow metal ware and cooking utensils; processes in which 
yellow chromate of lead is made, or in which goods dyed with it undergo the 
process of building, winding, weaving, etc. 

2. Trades which produce other chemical poisons; manufacture of paint 
and color; extraction of arsenic; dry cleaning; paper staining, coloring, and 
enameling; hatters and furriers’ work; the manufacture of matches; chemi- 
cal works; bronzing and metallochrome powder in lithographic works; 
india-rubber work, dyeing with certain dyes; mixing and casting of brass, 
gun metal, bell metal, white metal, phosphor-bronze, and manila mixture. 

3. Trades in which anthrax or lockjaw is an incident: wool sorting; 
the handling of hides and skins; hair factories; brush making; bone fac- 
tories; fellmongers’ works, furriers’ works; tanneries; wool combing; 
blanket stovmg and tentering; warp dressing; carbonizing and grinding of 
rags; flock making; feather cleaning. 

4. ddadcs in which the danger arises from injuiious particles in the air, 
or from dust: basic slag works; manufacture of silicate of cotton; file 
cutting; flour mills; trades which use giindstones or emery wheels; china 
scouring; silk combing; flax scutching 

5. Trades in which accidents arc so frequent as to demand special 
legislation: metal works which use converters; electrical generating works; 
bottling and bottle testing; qu.inies; manufacture of salt. 

6. Trocesses which require a sudden change from great heat to cold, and 
vice versa: lacquering and japanning; galvanizing of iron; work carried on 
in furnaces and foundries. 

7. Processes that require artificial humidity: cotton spinning, weaving, 
etc.; flax spinning, weaving, etc.; wool spinning; silk spinning. 

As an exa’rhple of disease resulting from poisoning may be men- 
tioned plumbism, the disease caused by inhaling particles of lead. 
One of its first symptoms is a blue gum, followed by loosening and 
dropping out of the teeth. Blindness, paralysis, and death in con- 
vulsions often follow. Besides plumbism, there are serious indirect 
results from lead poisoning in a number of different occupations. 

216. FATIGUE’ 

I. Fatigue — the most common and subtle danger of occupation: 

a) It may be regarded as a chemical process — a continual tearing 
down of muscle and nerve tissues without building them up. 

b) In this way, fatigue substances or toxins come to circulate 
in the blood, poisoning brain and nervous system, muscles, 
glands, and other organs: When blood is transferred from an 

‘Taken by permission from E. S. Bogardus, An Introduction to the Social 
Sciences, pp. 44-45. (University of Southern California, 1913. Author's copy- 
right.) 
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(1) Nervous diseases and statistics of foreign sickness insur- 
ance societies 

(2) Ages of incidetue 

(3) Nervous disease's and heredity 

(4) Nervous diseases and overstimulation 

d) General injuries to health 

e) Injuries to eyes and ears 

f) Injuries to other organs or parts of the body 

B. Health-Hazards in Modern Industry 

1. The new strain of manufacture 

a) Speed 

b) Monotony 

c) Piece-work 

2. Injurious physical surroundings 

a) Bad air, humidity, extremes of temperature, noise, etc 

b) Exposure to dust, gases, fumes, poisons, etc. 

C. The Nature and ElTects of Fatigue 

1. The chemical nature of fatigue 

2. The toxin of fatigue 

3. Muscular fatigue 

4. d'he greater strain on fatigued muscles 

5. Nervous fatigue 

6. The physiologic al function of rest 

a) Rest needed to repair expenditure of energy 

1 ). Bad KfTect of Long Hours on Safety 

1. Incidence of accidents 

2. Fatigue of attention 

M Bad Icffect of Long Hours, upon Morals 

1. General loss of moral restraints 

2. Growth of intemperance 

F. Bad Effects of Long Hours on General Welfare 

1. State’s need of preseiving health 

2. Injuries to family life and the community 

11. Benefits of Short Hours **■ 

A. Good Effect on Morals Growth of Temperance 

B. Good Effect on General Welfare 

1. General benefit to society 

2. Benefit to leisure and recreation 
a) The experience of Australasia 
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C Benefit to Citizenship 

I. Preparedness: 

a) Political: the citizen as voter 

b) Social: Americanization of the foreign-bom 

c) Military: the citizen as soldier 

III. Economic Aspect of Reducing Hours 

A. General Benefit to Commercial Prosperity 

B. Effect on Production 

1. Superior output in shorter hours 
a) Some recent instances 

h) Textile trades: cotton, wool, linen, jute 

c) Metal trades: iron and steel, tin plate 

d) Mines and quarries: coal, slate, etc. 

e) Granite and stone cutting 

/) Glass and optical instruments 

g) Chemicals 

h) Cigars 
t) Shoes 

y) Miscellaneous instances 
k) General comments 

2. Shorter hours increase efficiency on the part of the workers 

3. Shorter hours lead to improvement in management 

4. Relation of short hours to cost of production 

5. Long hours reduce efficiency and result in inferior output 

C. Relation to Wages 

D. Relation to Regularity of Employment 

IV. Uniformity of Restriction Needed for Justice to Competing 
Employers 


219. CHILD LABORS 

i. “Child labor” usually refers to manufacturing rather than to 
agriculture: 

a) The great manufacturing states (Pennsylvania, New York, 
Massachusetts, Illinois) have the largest numbers of children in 
manufacturing. 

h) If agriculture be included, the southern states have the greatest 
totals of child laborers. 

‘ Adapted by permission from E. S. Bogardus, An Introdiiclion to the Social 
Sciences, pp. 71-72. (University of Southern California, 1913. Author’s copy- 
right.) 
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c) Child labor is found chiefly in cotton mills, glass factories, 
coal mines, agriculture. 

d) Probably 1,750,000 children, fifteen years of age and under, 
who are “gainfully employed’’ in the United States at the 
present time. 

2. Things are not really cheap because they cost little money: 

a) Their cost may have been very great because of the necessity 
of adding the child life that has been expended in their manu- 
facture. 

b) livery person who gets “bargains” that are cheap because 
they are child-made is partly responsible for child labor. 

c) If the forces of the dollar win, the child’s life is hardened into 
a money-making machine, grinding for a sjiace, and then 
giving way to another. 

d) For every dollar earned by a child under fourteen years of age, 
tenfold wall be taken from his earning capacity in later years. 

e) Child labor is undoubtedly cheap labor, but the product is 
cheaper than the labor involved in its creation. 

3. Child labor is a process of mind stunting: 

a) The child is removed from the possibility of an education. 

b) Grind, monotony, and degeneration are substituted for enthusi- 
asm, play, and life. 

c) The child’s body is forming at fourteen, and its growth should 
not be marred by imposing upon it the restrictions which come 
from factory life. 

4. Child labor is demoralizing: 

a) The child ceases to be a child in knowledge while he or she is 
still a child in ideas. 

b) No adequate home influence or school influence to ward off 
the dangers. 

c) The child is his own pilot, but how easily misguided. 

d) Is often surrounded with unbearable monotony, unsanitary 
conditions, wayward companions, and every other form of 
undesirable influence. 

e) The nervous strain is very great; the child is often “speeded 
up” with the adults. He seeks relief for his strained nervous 
system in some kind of activity which leads ultimately to the 
police court. 
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5, Child labor helps to destroy family life: 

a) The girl in the factory is frequently untrained in the mainte- 
nance of a home. 

b) Factory work makes of the girl a wife and mother incapable by 
knowledge or training of doing her duty by her children, her 
home, or her husband. 

6') It makes of the boy an unskilled worker, incapable of earning 
large means, or of becoming a worthy father. 

E. The Danger of Economic Insufficiency 

See also 262. Why Wealth Should Be in the Hands of the Many. 

263. Evils of the Concentration of Wealth. 

272. The Nature and Extent of Poverty. 

220. SUPPLY AND DEMAND IN THE CASE OF LABOR' 

Some peculiarities in this action of demand and supply in the case 
of labor must be studied because they affect, not merely the form, but 
also the substance of the action; and to some extent they limit and 
hamper the free action of those forces. 

I. The first point to which we have to direct our attention is the 
fact that human agents of production are not bought and sold a^^ 
machinery and other material agents are. The worker sells his work, 
but he himself remains his own property: those who bear the expenses 
of rearing and educating him receive but very little of the jirice that is 
paid for his services in later years. 

In the lower ranks of society the evil is great. For the slender 
means and education of the parents, and the comparative weakness of 
their power of distinctly realizing the future, prevent them from invest- 
ing capital in the education and training of their children with the same 
free and bold enterprise with which capital is applied to improving the 
machinery of any well-managed factory. Many of the children of the 
working classes are imperfectly fed and clothed; they are housed in a 
way that promotes neither physical nor moral health; they receive a 
school education which, though in modern England it may not be 
very bad so far as it goes, yet goes only a little way; they have few 
o{)portunitics of getting a broader view of life or an insight into the 
nature of the higher work of business, of science, or of art; they 

' Adapted by permission from Alfred Marshall, Principles of Economics, I, 
638-51. (Macmillan & Co., Ltd., 1912.) 
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meet hard and exhaustive toil early on the way, and for the grealcr 
part keep to it all their lives. At last they go to the grave carrving 
with them undeveloped abilities and faculties, which, if thev could 
have borne full fruit, would have added to tlie material wealth of the 
country — to say nothing of higher considerations - many limes a.s 
much as would have covered the expense of providing adc(]uatc 
opportunities for thtdr development. 

But the point on which we have specially to insist now is that this 
evil is cumulative. The worse fed are the children of one generation, 
the less will they earn when they grow up, and the less will be their 
power of providing adequately for the material wants of their chil- 
dren; and so on; and again, the less fully their own f;iculti('s are 
developed, the less will they realize the importance of best fa(ulti('s 
of their children, and the less will be their power of doing so 

2. The next of those chaiacteristics of the action of demand and 
supply peculiar to labor which we have to study lic‘s in the fact that 
when a person sells his services he has to present himself where they 
are delivered. It matters nothing to the seller of bricks whether they 
are to be used in building a palace or a .sewer, but it matters a great 
deal to the seller of labor, who undertakes to peiform a task of given 
difficulty, whether or not the place in which it i^ to be done is a whole- 
some and a pleasant one, and whether or not his associates will be such 
as he cares to have. 

Since no one can deliver his labor in a market in which he i^ not 
himself present, it follows that the mobility of labor and the mobility 
of the laborer are convertible terms; and the unwillingness to c|uit 
home, and to leave old associations, including perhaps some loved 
cottage and burial ground, will often turn the scale against a proposal 
to seek better wages in a new place. And when the different members 
of a family are engaged in dilTcrent trades, and a migration which 
would be advantageous to one member would be injurious to others, 
the inseparability of the worker from his work considerably hinders 
the adjustment of the supply of labor to the demand for it. 

3. Again, labor is often sold under special disadvantages, arising 
from the closely connected group of facts that labor power is “perish- 
able,” that the sellers of it are commonly poor and have no reserve 
fund, and that they cannot easily withhold it from the market. 

Perishableness is an attribute common to the labor of all grades: 
the time lost when a worker is thrown out of employment cannot be 
recovered, though in some cases his energies may be refreshed by 
rest. 
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4. The want of reserve funds and of the power of long withholding 
their labor from the market is common to nearly all grades of those 
whose work is chiefly with their hands. But it is especially true of 
unskilled laborers, partly because their wages leave very little margin 
for saving, partly because when any group of them suspends work 
there arc large numbers who are capable of filling their places. The 
effects of the laborer's disadvantage in bargaining are cumulative in 
two ways. It lowers his wages; and, as we have seen, this lowers 
his efficiency as a worker, and thereby lowers the normal value of his 
labor. And in addition it diminishes his efficiency as a bargainer, 
and thus increases the chance that he will sell his labor for less than 
its normal value. 

5. The next peculiarity in the action of demand and supply with 
regard to labor which we have to consider is closely connected with 
some of those we have already discussed. It consists in the length of 
time that is required to prepare and train labor for its work, and in the 
slowness of the returns which result from this training. 

Independently of the fact that, in rearing and educating their 
children, parents are governed by motives different from those which 
induce a capitalist undertaker to erect a new machine, the period 
over which the earning power extends is generally greater in tlie case 
of a man than a machine; and therefore the circumstances by which 
the earnings are determined are less capable of being foreseen, 
and the adjustment of supply to demand is both slower and more 
imperfect. 

Not much less than a generation elapses between the choice by 
parents of a skilled trade for one of their children, and his reaping the 
full results of their choice. And meanwhile the character of the trade 
may have been almost revolutionized by changes. 

221. CRAFT SKILL AND THE COMPETITIVE STRUGGLE* 

In the past, for tlie most part, the skilful manipulation of the 
tools and materials of a craft and this craftsmanship of the brain 
have been bound up together in the person of the worker and have 
been his possession. And it is this unique possession of craft knowl- 
edge and craft skill on the part of a body of wage-workers, that is, 
their possession of these tilings and the employers’ ignorance of 

*An editorial taken by permission frona the International Molders* Journal^ 
LI (1915), 197-98. 
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them, that has enabled the workers to organize and force better 
terms from the employers. 

This being true, it is evident that the greatest blow that could be 
delivered against unionism and the organized workers would be tlie 
separation of craft knowledge from craft skill. For if the skilled use 
of tools could be secured from workmen, apart from the craft knowl- 
edge which only years of experience can build ig), tlie production 
of “skilled workmen” from unskilled liands would be a matter, in 
almost any craft, of but a few days or weeks; any craft would be 
thrown open to the competition of an almost unlimited labor supply; 
the craftsmen in it would be practically at the mercy of the em- 
ployer. 

Of late, this separation of craft knowledge and craft skill has 
actually taken place in an ever-widening area and with an ever- 
increasing acceleration. Its process is shown in the two main forms 
which it lias been taking. The first of these is the introduction of 
machinery and the standardization of tools, materials, product, and 
process, which make production possible on a laige scale, and the 
specialization of the workmen. Each w'orkman under such circum- 
stances needs and can exercise only a little craft knowledge and a 
little craft skill. But he is still a craftsman, though only a narrow 
one and subject to much competition from below. The second form, 
more insidious and more dangerous than the first, but to the signifi- 
cance of which most of us have not yet become aroused, is the gather- 
ing up of all this scattered craft knowledge, systematizing it, and 
concentrating it in the hands of the employer and then doling it out 
again only in the form of minute instructions, giving to each worker 
only the knowledge needed for the mechanical performance of a par- 
ticular relatively minute task. This process, it is evident, separates 
skill and knowledge even in their narrow relationship. When it is 
completed, the worker is no longer a craftsman in any sense, but is an 
animated tool of the management. lie has no need of special craft 
knowledge or craft skill, or any power to acquire them if he had, and 
any man who walks the street is a competitor for his job. 

There is no body of skilled workmen today safe from the one or 
the otlicr of these forces tending to deprive them of their unique 
craft knowledge and skill. Only what may be termed frontier trades 
are dependent now on the all-round craftsman. These trades are 
likely at any time to be standardized and systematized and to fall 
under the influence of this double process of specialization. The 
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problem thus raised is the greatest one which organized labor faces. 
For if we do not wish to see the American workmen reduced to a great 
semi-skilled and perhaps little organized mass, a new mode of pro- 
tection must be found for the working conditions and standards of liv- 
ing which unions have secured, and some means must be discovered 
of giving back to the worker what he is fast losing in the narrowing 
of the skill arid the theft of his craft knowledge. It is another prob- 
lem which the organized workmen must solve for themselves anrl foi 
society. 

See also i66. I'he Transfer of Thought, Skill, and IntelligeiKC 
169. The Machine and the Laborer. 

222. THE LOT OF THE WORKINGMAN' 

You are a workingman. All }Our life )ou have known the con 
ditions whi(h surround the lives of working people like }ourself 
You know how hard it is for the most careful and industrious work- 
man properly to care for his family. If he is fortunate enough never 
to be sick, or out of work, or on strike, or to be involved in an acci- 
dent, or to have sickness in his family, he may become the owner of 
a cheap home, or, by dint of much sacrifice, his children may be edu- 
cated and enabled to enter one of the professions. Or given all the 
conditions stated, he may be enabled to save enough to piovide for 
himself and wife a pittance to keep them from pauperism and beggary 
in their old age. 

That is tlie best the workingman can hope for as a result of his 
own labor un'Hcr the very best conditions. To attain that level of 
comfort and 'cfe^c^icy he must deny himself and his wife and children 
many things which they ought to enjoy. It is not too much to sa\ 
that none of your fellow- workmen in Pittsburgh, men known to you, 
your neighbors and comrades in labor, have been able to attain such a 
condition of comparative comfort and security except by dint of much 
hardship imposed upon themselves, their wives, and children. They 
have had bo, forego many innocent pleasures; to live in poor streets, 
greatly to «thj|Jisadvantage of the children’s health and morals; 
to concentratfl^dr energies on the narrow and sordid aim of saving 
money; to' cultivate the instincts and feelings of the miser. 

The wi\Ts (ff'|uch men have had to endure privations and wrongs 
such as only thefwives of the workers in civilized society ever know. 

‘ Adapted by permibbion from John Sp-argo, The Common Sense of Socialism, 
PP* S~ 7 » (Charles H. Kerr & Co., 1911.) 
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Miserably housed, cruelly overworked, toiling incessantly from morn 
till night, in sickness as well as in health, never knowing the joys of a 
real vacation, cooking, scrubbing, washing, mending, nursing, and 
pitifully saving, the wife of such a worker is in truth the slave of a 
slave. 

At the very best, then, the lot of the workingman excludes him 
and his wife and children from most of the comforts which belong to 
modern ci\'ilization. A well fitted home in a good neighborhood 
to say noUiing of a home beautiful in itM'lf and its surroundings 
is out of the question; foreign travel, the opportunity to enjoy the 
rest and educative advantages of occasional journeys to other lands, 
i^ likewise out of the question. Even though civic enterprise provides 
public libraries and art galleries, museums, h'ctures, concerts, and 
other opportunities of recreation and education, there is not the 
leisure for their enjoyment to any (‘xtc-nt. hor our model workman, 
with all his exceptional advantages, after a day’s toil has little time 
left for such things, and little strength or desire, while his wife has 
even less time and even less desire. 

The best that the most industrious, thrifty, persevering, and 
fortunate workingman can hope for is to be decently housed, decently 
fed, decently clothed. That he and his family may always be cer- 
tain of these things, so that they go down to their graves last 
without having experienced the pangs of hunger and want, the 
worker must be exceptionally fortunate. And yet, my friend, the 
horses in the stables of the rich men of this country, a^id the dogs in 
their kennels, have all these things, and more! For, tJiey are pro- 
tected against such overwork and such anxiety as thq workingman 
and the workingman’s wife must endure. Great•^^Xlre is taken of 
the health of many horses and dogs than the most favored working- 
man can possibly take of the health of his boys and girls. 

223. THE SHARE OF WAGES 
A* 

That wages in the United States as a rule have a higher monetary 
value than the corresponding wages in may readily be 

admitted. But the numerous investigations made in connection 
with workmen’s compensation, with minimum wage legislation, and 

‘ Adapted by {permission from I. M. Rubinow, Standards of Health Insurance, 
pp, 12-16. (Henry Holt & Co., 1916 ) 
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SO forth, have demonstrated a very frequent lack of correspondence 
between customary earnings and necessary minimum expense. 

The conclusions to which the writer came some years ago may 
perhaps be stated here. 

1. From two-thirds to three-fourths of all productive workers 
in the United States depend upon wages or small salaries for their 
existence. 

2. From four-fifths to nine-tenths of the wage-workers receive 
wages which are insufficient to meet the cost of a normal standard 
of health and efficiency for a family, and about one-half receive very 
much less than that. 

3. If a certain proportion of wage- workers’ families succeed in 
attaining such a ‘Standard, it is made possible only by the presence 
of more than one worker in this family. TJiis condition, however, 
can be only temporary in the history of any workingman’s 
family. 

4. An annual surplus in the workingman’s budget is a very rare 
thing and is very small. 

5. The growth of savings-bank deposits in the United States is 
not sufficient evidence of the ability of the American workingman to 
make substantial savings. A large proportion of these savings 
belongs to other classes of population, and in so far as informa- 
tion is available, the average workingman’s deposits are very 
small. 

While these are all statements of static conditions, the investi- 
gations of the dynamics of the condition of the wage-working class 
lead to even more striking facts. It is but too often complacently 
assumed that the rise of American wages oilers an almost auto- 
matic corrective to all economic problems of the wage-worker’s 
existence. 

A comparison of wages and retail prices from 1890 to 1912 led 
to the following conclusions, at present universally accepted by 
various shades of economic opinion: “In years of falling or even 
slowly rising prices, the American wage-worker was able to hold his 
own or to improve his condition to a slight extent. But when con- 
fronted with a rapidly rising price movement (accompanied as it was 
by a violent growth of profits) the American wage-worker, notwith- 
standing his strenuous effort to adjust wages to these new price 
conditions, notwithstanding all his strikes, boycotts, and riots, not- 
withstanding all this picturesque I.W.W.-ism, new unionism, and the 
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modish sabotage, has been losing surely and not even slowly, so that 
the sum total of economic progress of this country for the last quarter 
of a century appears to be a loss of from lo to 15 per cent in his 
earning power.” 

But, after all, absolute figures are of but little interest to most 
of us. Which has been gaining at the expense of the others ? Wliich 
has been losing in the race ? The answer to these questions is pre- 
sented in Table XXXL 


TABLE XXXI 


The Estimated Percentaoes of the Total Naiioval Income RECKi\'Kn 
Respectively by Labor, Capiial, Land, and the Ekiri preneur 


Censls Year 


Sh ) 

,Kib OK Product 


Waff"! an<l 
S.il.uic> 

Interest 

Rent 

Profits 

Total 

1850 

35 8 

12 5 

7 7 

44 0 

100 0 

i860 

37 2 

14 7 

8 8 

3 U 3 

100 0 

1S70 

48 6 

12 9 

6 9 j 

31 b 

100 0 

1880 

51 5 

18 6 

8 7 

21 3 

100 I 

1 800 

53 5 

14 4 

7 b 

24 6 

100 1 

T900 

47 3 

15 0 

7 8 

30 0 

100 1 

1910 

46 9 

16 8 

8 8 

27 5 

100 0 


We have observed that labor lias been fairly successful in retaining 
about a half of the total product, but this tells us notliing about the 
portion going to each individual and this is a question of vastly more 
importance than the study of the share obtained by labor en masse 
Has the compensation for the efTorts of the average laborer increased 
as fast as should be the case considering the tremendous improvements 
in industrial processes ? Has the entrepreneur distanced the emjiloyee 
in the race, constantly securing the lion’s share of the added spoils ? 
Some light will be thrown upon these questions by reference to 
Table XXXII. 

The purchasing power of wages has remained stationary or 
declined slightly during the last sixteen years. But it must not be 
inferred from this that the present condition of the American laboring 
class is bad as compared to that of the working classes elsewhere. 

* Adapted by permission from W I. King, The Wealth and Imotne of the 
People of the United States^ pp. 160-202. (The Macmillan Co., 1915*) 
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On the contrary, the workingman of this country is far more pros- 
perous than in most nations of the glol)e. We have seen that in 1912 


TAIU.E XXX ir 


TuL LsiIMAn.D RI'IURX.^ tor Pi.RSOWL InFORl's ]\ ihl Cominemal 
U \ I 1 f D S I \ I 1 •, 


Cl HSUS 

N I .ir 


ES50 
i<SCo , 
1X70 , 
I8S0 . 
i<S(jo . 
J ()00 . 

Kjro . 


Index (d 
Pnn 
Lc\ el 

Total U ai^es 
ind Salarns 
111 M illions 
of Dollars 

Numlier 
of Em- 
ployees in 
1 hou- 
sands 

AveraKt 
Mom \ 
W a.;e 
per Em 
plovce 
j,cr 

Annum 

- 

AvoraKt 
W a,;e 
per Em- 
[iloN ee 
in I’ur- 
( ImsinK 
I’oucr 

Tula! 

Frolii', in 
Mdlions 
of J)ullars 

Xumher kV ^ 
of 

n'r r 

lirineurs' 

m'lhou 

1 preneur 

\\ cra;:c 
Profits 

pir 

Entre- 
priiu ur 
in J'ur 
( h.isin^ 
Power 

CSO 2 

702 8 ' 

3,880 

$20}. 

147 1 

673 6 

2,200 

443 

31S 

f 4 i 8 

C 3 S 1 I ! 

S,0()0 

i 265 

188 

1,430 7 

3 , 1 . SO 

454 

321 

221 (1 

3,269 5 : 

8,240 1 

367 

176 

2,122 9 

4,270 

467 

22 t 

132 4 

3 , '^03 f) ; 

1 1,700 1 

323 

244 

i,S 7 t 6 

S ,600 

28 [ 

21 2 

113 0 

(>,461 8 1 

1 6,220 

368 

350 i 

2,967 I 

7,100 

418 

368 

IO[ 7 

8,400 7 j 

20 , 3=10 

417 

410 : 

V382 I 

8,720 

617 

()07 

[26 5 

'4,303 1 

28,200 

507 

401 8,408 I 

9,350 

899 

71' 



Fig. 21. Relative prices of men’s kbor and commodities, base 1890-99- 
Continental United States. 
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his average wage in all industries was approximately $ii per week. 
If we figure his average annual employment as 49 weeks, he is paid in 
the neighborhood of $547 per }ear, by no means a princely sum, but 
more than double tlic amount earned by a luirojiean workman and 
probably four times what the hiboier of China, Jajun, or India can 
hope to receive. When we remember that this is supplemented, in a 
very large percentage of cases, by the eaiinngs of the wife or children 
or by income from property, the income of the average American 
working family cannot be considered niggardly. Education has 
intensified the worker’s feeling of dissatisfaction with the environ- 
ment by which he must often perforce be surrounded, but it has, at 
the same time, sharpened his aj)preciative faculties, thus iiu reusing 
the amount of real income derived from a given unit of expenditure. 
'The advent of the motion picture has furnished an extensive field of 
enjoyment at comparatively slight expense. Other consumers 
besides the working class have been compelled to share in the exj)ense 
of compensating unfortunate woikers for time lost because of acci- 
dents. The decline in the f)ui chasing ])()wcr of waages has also been 
otTset by an increased income from [)ublic sources, better streets 
and lights, better hospitals, better libraries, better parks and play- 
grounds, and better schools have all enhanced the real income of the 
common people, and the tax-burden of the ordinary laborer for these 
purposes is comparatively light. 

F. Insecurity through Inadequate Social Control 

[Note. — The selections in this section deal only with the legid 
[)hase of social control. The student should consider whether there 
are other forms of social control which are “inailecjuate” and thus 
promote insecurity of the worker.] 

224. AN OUTGROWN LEGAL PHILOSOPHY* 

As President Hadley has well pointed out, our cons' itutional 
guaranties have largely been developed and applied by the courts for 
the protection of property rights. Under the social and industrial 
conditions that prevailed before the Civil War this development 
was, at least to some extent, justifiable, for property was then prac- 
tically within the reach of all and its protection was clearly a matter 
of general interest. Where the acquisition of property is measurably 
within the reach of all there can be no conflict between property rights 
and individual rights. 

* Taken by permission from W. F. Dodd, “Social Legislation and the Courts,” 
PolUical Science Quarterly, XXVIII (1913), 2-3. 
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But since the Civil War there has been developing in this country 
a larger and larger class to whom the acquisition of even a small 
amount of property is less and less possible. And at the same time 
there have appeared large accumulations of property in the hands 
of a small number of persons. Thus has arisen a conflict between 
property rights and individual rights. More accurately, perhaps, 
the conflict may be described as one between the claims of those 
owning or controlling large masses of property and the claims of 
those having little or no property. The claims of those having large 
accumulations of property arc based upon the plea of the sacred- 
ness of property; and this i)lea finds recognition in our earlier consti- 
tutional princi])lcs. The claims of tliosc having little or no property 
arc based on the plea that the individual, even though without 
property, is of more moment than property; and this plea is supported 
by the humanitarian ])hilosophy of the present day. These positions 
in the long run should not prove irreconcilable, but certain it is that 
the interests of owners of large i)roperty as such must give way to the 
broader interests of society. The individual, whether with or without 
property, is the object of the new social and industrial legislation. 

Our legal philosophy and our whole system of constitutional 
guaranties were developed to fit conditions when property was the 
most general interest of the community, and the higlily individualistic 
philosophy of our laws was one not unadapted to the conditions of 
this country in the early days. For at least a generation, however, 
we have been living in a state of social and industrial development 
to which the earlier individualistic philosophy does not fit itself, and 
the adjustment of legal principles and legal philosophy to these new 
conditions is a slow one. 

See also 233. The Socialization of Law. 

407. Dissatisfaction with Present Formal Social Control. 

408. Dissatisfaction with Present Informal Social Con- 

trol. 

225. DIFFICULTIES OF CONTRACT IN LABOR* 

Throughout the period of westward expansion the homestead laws 
were the underpinnings by which men adjusted themselves to the 
land, as the basis for subsistence. On them, and on contractual 
relations which smacked of the soil, they built up the great common- 
wealths of the Mississippi Valley and beyond. 

* Adapted by pennis.sion from P. U Kellogg. “The Field before the Commission 
on Industrial Relations,*’ Political Science Quarterly, XXVIII (1913), 594-606. 
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With the development of manufacturing, the currents have set 
in new directions; cities have piled up; the people have massed in 
great trade groups; employments embedded in corporate industry 
have become the basis for subsistence for vaster and vaster numbers 
of Americans. On the contract of hire depends their prosperity. 

Now, the laws and customs of adjusting rights and interests 
among agricultural peoples have been the development of centuries. 
'Fhey have become molded in forms conformable to democracy. But 
while organic social changes have come in with modern industry, as 
radical as the change in tools from wheelbarrows to electric cranes, 
the terms of the contract of hire have not been reconsidered in rela- 
tion to the new conditions. 

If we apply to the farming life of America the words “equity,’' 
“tenure,” and “security,” we obtain a fairly clear idea of the economic 
base upon which households and granges, counties and states, have been 
built up. But if we apply the test of the same words to the working 
life of American industrial districts, we get at once a vivid impression 
of the insecure footing of our wage-earners. 

Not merely the sudden massing of industrial workers but the 
unevenness in the size and strength of the parties to the work con- 
tract put strains upon it. Corporate bargainers range from small 
concerns, which retain miKh of the old personal contact between 
master and man, to far-flung enterprises governed by wire, which 
have injected a system of absentee capitalism into American indus- 
trial life as definite in its effects as is absentee landlordism. In 
strength of position these cor])orate bargainers range from the isolated 
contractor, whose work must be prosecuted on an exposed corner and 
at a rate of speed enforced by real-estate owner and prospective 
tenant, to the manufacturer whose walled jdant enables him to store 
up finished goods to tide over a strike. They range from associations 
of such manufacturers, which can put a strike-breaking force into the 
plant of any member and break the back of a local strike regardless 
of its merits, to nationalized industries, which can effect the same end 
by closing down a plant here and operating elsewhere. They range 
from manufacturers who view organized labor as nothing more than 
a disrupter of orderly administration to be fought at every turn, to 
manufacturers who not only bargain with it, but look to it to aid in the 
discipline of unsteady workt*rs to settle disputes between crafts. 

There is equal unevenness in the ranks of labor. The workers 
range from those in sedentary trades, thick with traditions, to 
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those in new and hazardous callings like that of the structural iron 
workers, which attract foot-loose men of the same devil-may-care 
stamp as did our frontier settlements. They range from old employ- 
ees, indispensable core of an industry, to the machine hands of the 
loft districts of the cities, whose employers take them on and lay 
them off with no more sense of responsibility than they feel when they 
throw the switch that turns on their electric power. They range from 
mass organizations which embrace every worker in an industry, 
from common labor up, to craft organizations hedged in by appren- 
ticeships from competition with the common laborers; from ele- 
mental, unorganized bodies of men who strike spontaneously under 
some common spur, as at McKees Rocks and Lawrence, to highly 
disciplined orders, like the railroad brotherhoods, whose stages of 
development have been as distinct in character, ideals, and methods 
as are those of thoroughly organized business concerns. The organi- 
zations of workers range from isolated local bodies to international 
unions with staffs of paid organizers, fiom irresponsible associations 
with unitemized accounts and a ring control which matches that of 
machine politics, to organizations on a business basis with large 
benefit funds and responsible executives. 

We have thus reviewed rapidly some of the social bearings of the 
work contract to which we, singly, in groups, and as a whole are 
parties; the inecpialities in the organizations which particijiate, 
the injection of women and children and immigrants into the situa- 
tion to complicate the bargains of men, the revolutions in manu- 
facturing methods which make the work bargain an ever-recurring 
fact, the technical development which makes it difficult, the social 
pressure which distorts or molds it, the laws which ajiply to it with 
uncertainty. As Professor Iloxie puts it: “ It will not do to attribute 
the resulting conditions and actions to ignorance, selfishness, or per- 
versity on the part of employers or workers. They but act as the 
inherent forces of the modern industrial system dictate.” The 
situation is one at best filled with organic change, adjustment, and 
readjustment. It w^ould put to the test the most firmly woven and 
clearly defined fabric of industrial relations. But as a matter of 
fact our industrial relations are not firmly woven nor clearly defined. 
The economic motive has been the only element, sure, certain, 
omnipresent. Under pressure from it; as a natural consequence, 
men have taken things into their own hands; singly and in groups 
they have applied remedies which at worst gouged their fellows and 
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at best have been but a partial solution. Encroachment from one 
quarter has been answered by encroachment from another. The 
leadership which has been the subject of most serious public criticism 
has been of the sort which has forged to the front among men on a war 
footing from the beginning of time. The excesses on both sides 
have been of the sort which are inevitable when the fabric of fair 
play is not strong enough nor well enougli devised to stand the 
tension. 


226. FREEDOM OF CONTRACT AND LABOR* 

The list appended was bulletined at the Chicago Indust lial 
Exhibit of 1906 and reprinted in Charities and the Commons. 

What ‘‘Freedom of Contract” has meant to f^abor: 

1. Denial of eight-hour law for women in Illinois. 

2. Denial of eight-hour law for city labor or for mechanics and 
ordinal*}' laborers. 

3. Denial of ten-hour law for bakers. 

4. Inability to prohibit tenement labor. 

5. Inability to prevent by law employer from requiring employee, 
as condition of securing work, to assume all risk from injury while 
at work. 

6. Inability to prohibit employer selling goods to employees at 
greater profit than to non-employees, 

7. Inability to prohibit mine owners scieening coal which is 
mined by weight before crediting same to employees as basis of 
wage. 

8. Inability to legislate against employer using coercion to preveni 
employee becoming a member of a labor union. 

9. Inability to restrict employer in making deductions from 
wages of employees. 

10. Inability to compel by law payment of wages at regular 
intervals. 

11. Inability to provide by law that laborers on public works shall 
be paid prevailing rate of wages. 

12. Inability to compel by law payment of extra compensation 
for overtime. 

13. Inability to prevent by law employer from holding back part of 
wages. 

I Xaken by {permission from John Dewey and J H Tufts, ExhUs, pp 5^5'^. 
note (Henry Holt Sl Co., 1910.) 
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14. Inability to compel payment of wages in cash; so that 
employer may pay in truck or scrip not redeemable in lawful 
money. 

15. Inability to forbid alien labor on municipal contracts. 

16. Inability to secure by law union label on city printing. 

Labor representatives speak of “the ironic manner in which the 

courts guarantee to the workers: The right to be maimed and killed 
without liability to the employer; the right to be discharged for 
belonging to a union; the right to work as many hours as employers 
please and under any considerations which they may impose.” The 
“irony” is, of course, not intended by the courts. It is the irony 
inherent in a situation when rules designed to secure justice become 
futile if not a positive cause of injustice, because of changed conditions. 


See also 339. Some Interpretations of the Content of Freedom. 

227. SOME COMMON-LAW DOCTRINES' 

We must begin with a word or two about the common law in 
personal injury cases generally. If one person injures another, 
unintentionally but through want of due care (and due care is what 
the average prudent man would use in similar circumstances), he is 
civilly liable to the injured one for the amount of harm, estimated in 
money, which his want of care has caused, d'jiis seems a natural and 
fair adjustment of burdens. When one is unduly careless, and thereby 
hurts another, he should make up for it in so far as money can. 

There are three important additional features of this law: 

First, contributory negligence on the part of the injured person 
defeats recovery. 

Second, as a rule of negligence — and it is important to bear this 
in mind — a master is responsible for the negligence of his servant 
while engaged in the master’s work. This is on the principle of 
“respondeat superior.” It is the master who is having tlie work done; 
he must insure its being done with reasonable care. Whether he 
does the work himself, or through an agent, the burden of responsi- 
bility is manifestly well placed. 

Third, the burden of proving negligence is upon the plaintiff; 
of proving contributory negligence upon the defendant. 

' Adapted by permission from Crystal Eastman, Work- Accidents and the Law, 
pp. 169-88. (Charities Publication Committee, 1910.) 
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Now in the application of this general law to an employer’s 
liability for negligence whieh results in injury to his employees while 
they are carrying on his work, some rather material modifKations 
and changes occur. All these modifications arc based on one idea. 
The law holds that the employer is in a dilTerent relation to his 
employees, because they have made a contract with him in \\hieh 
certain elements are implied, 'fhe law assumes that the two patties 
are free and on an equal footing in making this contract. It is the 
contract of hire. The servant is not obliged to work for the mastt'r, 
he can take work or leave it, as he likes; but if he takes the work 
he makes a contract in which the law implies that he assumes cei lain 
risks, (i) lie assumes the risk of all the ordinal y dangers of the 
employment. (2) He assumes the lisk of all extraordinary dangers, 
such as those which arise from defective madiineiy and an unsafe 
j)lace to work or from hasty and dangerous methods, if he knew about 
these, or might reasonably be expected to know about them and 
accepts the w’ork in spite of them, or if he finds out about them, or 
might have found out about them with the exercise of ordinary care, 
and continues working in spite of them. (3) Finally, he a.ssumcs the 
risk of all dangers arising from the carelessness, ignorance, or iiuom- 
potency of his fellow-employees. 

I. The first is simple and, comparatively speaking, reasonable. 
In a large number of modern industries certain accid(‘nts are inevi- 
table. It is not as safe to mine coal, make steel rails, or mamifac lure 
explosives, as it is to practice law or dig potatoes. If a man choosis 
one calling rather than another, the danger is his own lookout. 

However, it is not merely the risk of accidents happening in spur 
of every safety precaution and protection, wliich the employee 
assumes; he assumes the risk of the work as it is ordinarily carried on. 
Thus, a telephone lineman gets a shock from an uncoveied electric 
light wire that he touches in passing, and this is an incident of his 
employment. Or a laborer woiking in a quarry is badly injured 
by a heavy stone falling on him; this is a risk w'hich a quarry work- 
man assumes. But again, the handle of a bucket hauling 4,000 
pounds of iron out of the hold of a vessel, pulls out, letting the whole 
mass of iron fall on a workman in the hold. Upon this bucket, which 
had been used for eighteen years, the handle was merely clamped, 
while upon newer buckets the handle is forged. Nevertheless, since 
the plaintitl cannot show that <he old and less safe buckets are not 
still in common use, he cannot hold the employer liable for his injury. 
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He has sufTered from an ordinary danger of his employment, and he 
took the risk. So much then for this first exception — the employee 
undertakes to suffer all the risks of his employment as it is usually 
carried on. 

2. The second exception goes farther. The employee assumes all 
extraordinary and unusual risks, not incident to his employment, if 
he knew or could reasonably be e.xpected to have known of the danger, 
and continued working. He assumes all patent risks and all latent 
risks of which he is informed. For instance, a seventeen-year-old 
girl working in a laundry called the attention of a foreman to a loose 
board in front of the rolls where she was working. She said it inter- 
fered with her work, but made no definite complaint with regard to 
its danger, and she went on working. Nothing was done. Finally, 
while she was cleaning the machine, the loose board flew up and 
threw her hands between the rolls, where they were crushed. She 
could not recover damages for this injury, because she had assumed 
the risk of a condition which she ought to have known was dangerous. 
Or again, a man working near a defective crane is injured by its 
breaking. There is no evidence that he knew of the defect, but it had 
been plain for three months. “He ought to have known of it.” In 
this case, as in many, we see how the very obviousness of the defect, 
which it seems should fix the resjionsibility upon the employer, is a 
means of his avoiding responsibility. 

There is, however, one exception to this rule of the law. If an 
employee, when he sees a defect or a possible danger, complains of it to 
his employer or to his superior who is directing the work, and if the 
employer or his superior promises to repair it, and if the employee 
relies upon the promise, and if the danger is not imminent — then the 
servant is relieved of his assumption of risk even though he continues 
to work; provided, however, that if the employee continues to work 
after a reasonable time has passed without the promise to repair 
being carried out, then he is deemed to have “waived” his objections, 
and “assumed the risk” again. This valuable exception is well 
hedged about with “ifs.” 

3. Finally, the employee assumes all risk due to the negligence of 
fellow-employees. This is the most vital distinction between the 
general law of negligence, and the law of negligence as between master 
and servant. “A master is ies[)onsible for the negligence of his 
servants in course of employment without regard for their reputation 
except in case of fellow-servants.” As between the master and a 
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servant injured, it is only demanded of the master that he shall have 
taken due care in employing fellow-servants of or<linai\’ skill and 
cat ef Illness. To illustiate: Suppose a yard master in Philadelphia, 
by reputation a reasonably careful man, puts a car of d\-namite at 
the end of a tram of cars instead of in the middle, as the rule of the 
company requires, and because of this carelessness the dynamite is 
blown up in a collision many miles from Philadelphia. A cow brows- 
ing in a held near the track and a station agent kce[)ing his lonely 
post in a small country station are both blown to pieces. Now in 
such a case the farmer could recover for the loss of his cow, but the 
station agent’s widow could not recover for the loss of her husband 
because he was a fellow-servant of the man whose mistake or caie- 
lessness caused the accident. Yet he had no more to do with that 
fellow-servant’s act, or with the employment of him, than the 
farmer’s cow had. 

Almost every element c:)f unfairness in this law aiises, T think, from 
one misconception, namely, that the two parties are on an eipial 
footing. In the eyes of the law, every workingman, from the trained 
American locomotive engineer with a strong union behind him, to 
the newly-landed “ifunkie,” tongue-tied and bewilderecl, is on an 
ecjual footing with the United States Steel Coiporatioii in all its 
masterfully concentrated power. In the contract of hire, the l.iw 
assumes that the workman is as free to accept or refuse a job as the 
employer is to take or drop him. In the matter of the release, the 
law assumes that the stricken and terrified widow of an ignorant 
laboring man is in a position of equal undersi.indmg and enlighten- 
ment, in regard to the le^pective interests of the parties, with the 
hardened claim agent employed by the u)i poration. The law 
IS behindhand, and the lawm.dveis have been blind. With their 
minds thoroughly steeped in old ideas of thcMretical ecjualily and 
freedom of contract, they have gone on, content with the “logic 
of the law,” oblivious to the ac tual facts. 

G. Some Structures Designed to Meet the Difficulties 
228. A PROGRAM OF REFORM 

The Federal Council of the Churches of Christ m America is a 
national federation of 30 chuich denominations and communions. 
The following principles, which have come to be known as “The 
Social Creed of the Churches,” were adopted by the Federal Council 
at its meeting in .Chicago on December 9, 1912. 

’.i 
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The Churches must stand: 

For equal rights and complete justice for all men in all stations 
of life. 

For the protection of the family, by the single standard of purity, 
uniform divorce laws, proper regulation of marriage, andpropcr housing. 

For the fullest possible development for every child, especially 
by the provision of proper education and recreation. 

For the abolition of child labor. 

For such regulation of the conditions of toil for women as shall 
safeguard the physical and moral health of the community. 

For the abatement and prevention of poverty. 

For the protection of the individual and society from the social, 
economic, and moral waste of the liquor traffic. 

For the conservation of health. 

For the protection of the worker from dangerous machinery, 
occupational disease, and mortality. 

For the right of all men to the opportunity for self-majntenance, 
for safeguarding this right against encroachments of every kind, and 
for the protection of workers from the hardships of enforced unem- 
ployment. 

For suitable provision for the old age of workers, and for those 
incapacitated by injury. 

For the right of employees and employers alike to organize for 
adequate means of conciliation and arbitration in industrial disputes. 

For a release from employment one day in seven. 

For the gradual and reasonable reduction of the hours of labor to 
the lowest practicable point, and for that degree of leisure for all 
which is a condition of the highest human life. 

For a living wage as a minimum in every industry, and for the 
highest wage that each industry can afford. 

For a new emphasis upon the application of Christian principles 
to the acquisition and use of property, and for the most equitable 
division of tlie product of industry that can ultimately be devised. 

229. THE ORGANIZATrON OF THE LABOR MARKET* 

Any comprehensive and workable campaign for the prevention 
of unemployment should emphasize the following lines of activity: 
(I) establishment of public employment exchanges; (II) systematic 

‘Adapted by permission from J. B. j'^ndrews, “A Practical Program for 
the Prevention of Unemployment in America,” American Labor Legislation Review^ 
V (1915), 176-92. tt 
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distribution of public work; (III) regularization of industry; and 
(IV) unemployment insurance. 

1. Establishment of Public Employment Exchanges 

An essential step toward a solution of the problem of unemploy- 
ment is the organization of the labor market through a connected 
network of public employment exchanges. This is vitally important 
as a matter of business organization and not of philanthropy. It is 
of as much importance for the employer to find help rapidly and 
efficiently as it is for the worker to find work without delay. The 
necessity of organized markets is recognized in every other field 
of economic activity, but we have thus far taken only timid and 
halting steps in the organization of the lalior market. The peddling 
method is still, even in our “efficient” industrial system, the prevahmt 
method of selling labor. Thus a purely business transaction is 
carried on in a most unbusinesslike, not to say mediaeval, manner. 

The system of employment exchanges in order to be thoroughly 
eflcctive should be organized not only by municipalities and states, but 
also by the federal government. 

I. LOCAL EMPLOYMENT EXCHANGES 

The local bureaus — state and municipal — should aim at a rapid 
connection between the “right man for the job and the right job for 
the man.” Their watchword should be efficient service to both 
employer and worker, and they should aim to extend this service 
as completely as possible into all industries and all occupations. In 
establishing and operating these exchanges the following points are 
important: 

(1) Location and character of offices. — Well-arranged, roomy, 
easily accessible offices should be chosen, in good neighborhoods. 

(2) Departments.— -Oniiccs should be divided into separate depart- 
ments for (a) men, women, and children; (b) separate industrial 
groups, such as skilled and unskilled labor, farm labor, domestic, 
clerical and factory labor, and the handicapped. In time, as their 
organization improves, they may need to establish special depart- 
ments for certain large skilled trades. 

(3) Vocational guidance . — 'fhere should be a special department 
for vocational guidance, to co-operate with educational and health 
officials, with unions and with employers, in endeavoring to place 
young workers where they will have an opportunity for industrial 
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training and for real advancement, instead of leaving them to drift 
into blind-alley occupations. 

(4) Selection of Applicants should be placed on the 

basis of fitness alone. The offices should not be allowed to become 
resorts for sub-standard labor. 

(5) Decasualizalion of casual labor. — One of the most important 
functions of a public labor exchange should be the dccasualization 
of casual labor. The New York Commission on Unemployment 
reported in 19 ii that two out of every five wage-earners are obliged 
to seek new places one or more times every year. When all casual 
workers are hired through a common center, employment can be con- 
centrated upon the smallest possible number instead of being spread 
over a large group of underemployed. 

(6) Dovetailing of seasonal industries. — The dovetailing of seasonal 
trades, so as to provide continued employment for workers during 
the slack seasons of their ordinary occupation, offers a promising 
field for public employment exchange activity. 

(7) Neutrality in trade disputes. — These agencies should be held 
true to their public character and remain neutral in all trade dis- 
putes. 

(8) Advancement of transportation. — The officers should be 
empowered to advance, under careful safeguards, railroad fares to 
workers when necessary. 

(9) Co-operation with other agencies. — Offices should co-operate 
with other employment bureaus, municii)al, state, and federal, in 
exchanging applications for help and for work, and in adopting uni- 
form systems of records. 

(10) Civil service. — Only persons qualifying through civil service 
examinations should be em[)loyed in the work of the offices. 

(11) Representative conimillee. — Each ollice should work under 
the supervision and advice of a representative committee composed 
of representatives selected by both employers and workers. 

2. STATE SYSTEMS 

The most advantageous working of the local exchanges requires 
that these be united in efficient state systems, among whose duties 
would be: 

(i) Establishment of local exchanges. — The state should open local 
exchanges at all important industrial or agricultural centers, except 
where this has already been done by the local authorities. 
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(2) Co-operation with local authorities. — Wherever it is possible, 
the state system should co-o])ei\Lle with tlie local authorities in estab- 
lishing and conducting the local exchange. 

(3) Regulation of private exchanges.- — Except, perhaps, in the 
largest cities, needful suixu vi^ion and regulation of prisate exchanges 
are best carried on by state authorities closely connea ted with the 
j)ublic system. 

(4) Statistics. — As a basis for future preventixe action, for voca- 
tional guidance, and for othei puip(^;,es, the exchanges should carefully 
collect data, cc)m])arablc from xear to year. 

(5) Bulletins. — Periodical bulletins should be issued, showing the 
state of the demand for labor and the supply in the xaiious distrii is 
and industries within their held. 

3. I'EDERAL EMPLOYMENT BUREAU 

The federal employment bureau w'ould have a valualile function 
in co-ordinating the work of the local bureaus and in orgam/,ing 
the labor market on a national basis. Such a fecleial sxstem would 
have the following functions: 

(1) Establishment of piihlii exchanges. — With careful regard to 
existing state and municipal exchanges, the federal bureau might 
hnd it advantageous to open offices of its own where needed. 

(2) Assistance to local bureaus. — Among the means by which th(‘ 
federal bureau could assist the work of tlie local exchanges are. 
(u) interchange of information, {b) standard record system, (c) dis- 
trict clearing-houses. 

(3) Regulation of private agencies. In so far as private emplox 
ment agencies do an interstate bu.^iness they are propeily subject 
to federal supervision and regulation under the inter'^tate commerce 
clause of the Federal Constitution. Comjjlete regulation might be 
secured through the use of the federal taxing power. 

II. Systematic Distribution of Public Work 

A well-developed system of labor exchanges will not, of course, 
create jobs, but in addition to bringing the jobless workers quickly and 
smoothly in contact with such opportunities as exist, it will register the 
rise and fall in the demand for labor. This knowledge will make 
possible intelligent action for the prevention and relief of unemploy- 
ment through the systematic distribution of public work and the 
pushing of necessary projects when private industry’s demand for 
20 
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labor is at a low level. Public work will then act as a sponge, absorb- 
ing the reserves of labor in bad years and slack seasons, and setting 
them free again when the demand for them increases in private 
business. 

I. ADJUSTMENT OF REGULAR WORK 

Even at slightly additional cost regular public work should be 
conducted in years of depichsion and seasons of depression. A pro- 
gram of the amount of public work contemplated for several years 
in advance should be laid out and then carefully planned to be pushed 
ahead in the lean >cars which experience has shown to recur periodi- 
cally, and in the months when private emiiloymcnt is at a low ebb. 
Euroiiean experience shows that it is essential to the success of such 
a program that the work be done in the ordinary way, the workers 
being employed at the standard wage and under the usual working 
conditions and hired on the basis of efliciency, not merely because 
they happen to be unemployed. 


2. EMERGENCY WORK 

In communities which have not yet developed such a program, or 
in times of special emergency, it is a much wi^er policy to start large 
projects for public works than to support the unemployed through 
private charity or public relief. This should not be “relief work” 
or “made work” simply to keep idle hands busy, but should be neces- 
sary public work which would have been undertaken normally in the 
course of time, but which can be concentrated in the time of 
emergency. 

Ill, Regularization of Industry 

Side by side with the movements for public labor exchanges and 
for systematic distribution of public work should go the movement 
for the regularization of industry itself, through the combined efforts 
of employers, employees, and the consuming public. 

I. regularization by employers 

In the regularization of industry a large responsibility lies directly 
upon employers to regularize their own businesses. Every attempt 
should be made within the limits of each business to make every job a 
steady job. Sincere efforts in this direction on the part of the employer 
c«n accomplish much. Among the things which he can do ere* 
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(1) Establishment of an employment department . — ^The employer 
should establish, as part of his organization, an employment depart- 
ment, having at its head an employment inanager whose special duty 
it is to study the problems of unemployment in the individual shop 
and to devise ways of meeting them. Such a department would 
aim at: 

a) Reduction of the “turnover” of labor: By a study of its 
causes through records of “hiring and firing,” reduction could be made 
in the “turnover” of labor which is at iire^ent so CKcessive that 
factories frequently hire and discharge 1,000 men in a year to keep up 
a force of 300. 

b) Reduction of fluctuations of employment inside the shop: 
Among the methods that might be used for this purpose are: (i) sys- 
tematic transfer of workers between departments; (ii) employing all 
on part time rather than laying off part of tlie force; (iii) arranging 
working force in groups and keeping higher gioups emj)loyed con- 
tinuously; those in lower groups will then be encouraged to keep out 
of the industry altogether, or to combine it with some other occujia- 
tions to which they can regularly turn in the dull season; (iv) keeping 
liefore the attention of the rest of the organization the importance 
of regularizing employment. 

(2) Regulation of output. — ^The employer should regulate his 
output and distribute it as evenly as possible throughout tlie year. 

a) Record keeping and forward planning: Yearly curves should 
be kept, showing production, sales, and deliveries day Ijy day, week 
by week, and month by month; an<I an effort should be macle each 
year to level the curve and to smooth out the “peak load.” 

h) Building up slack season trade: Special instructions should be 
given to sales departments and to traveling salesmen to urge customers 
to place orders for delivery during the slack season. Special advertis- 
ing also stimulates trade in dull periods. 

c) Keeping a stock department and making to stock as liberally 
as possible in the slack season: The making of goods to stock requires 
the tying-up of a certain amount of capital, but many employers feel 
tins to be balanced by the gain in contentment among the workers and 
the increase of efficiency and team spirit in the organization. They 
have the further advantage of being able to supply goods immediately 
on order. 

d) “Going after” steady rather than speculative business: Well- 
organized business with a steady demand and a regular and sure 
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profit can afford to dispense with the irregular and unreliable gains of a 
speculative business which often involve disorganization and irregular- 
ity of production. 

e) Careful study of market conditions and adjustment of the 
business to take advantage of them: A broad market provides more 
regular business than a narrow one. Foreign trade supplements 
domestic trade, and orders often arrive from southern and far western 
markets when the eastern market is slack. A diversity of customers 
will usually provide a more regular demand than concentration on one 
or two large buyers. The retail trade will often take a manufacturer’s 
goods just when the wholesale season has stopped. 

/) Developing new lines and complementary industries: A diver- 
sity of products will often help to regularize a business. Many 
manufacturers study their plant, the nature of their material, and the 
character of the market to see whether they cannot add new lines to 
supplement those they have and fill in business in the slack seasons. 

g) Overcoming weather conditions: Special refrigerating, heating, 
moistening, drying, or other apparatus proves effective in many indus- 
tries in enabling operations to be continued even in unfavorable 
weather. 

(3) Co-operation with other employers could by col- 
lective action do much to diminish the extent of unemplo}'ment and to 
abolish trade abuses which lead to it. For instance, they could co- 
operate to: 

a) Arrange for interchange of workers: A number of emplovers 
in the same or in related industries could arrange to take their labor 
from a central source and to transfer workers between establishments 
according to the respective fluctuations in business. This would 
prevent the wasteful system of maintaining a separate reserve of labor 
for each plant. The best agency for effecting this transfer is, of 
course, the public labor exchange. 

d) Provide diversity of industries: Through chambers of com- 
merce or similar organizations an effort should be made to provide 
communities with diversified industries whose slack seasons come at 
different times, so as to facilitate dovetailing of employments. 

c) Prevent development of plant and machinery far beyond 
normal demand: An installation of equipment, the capacity of 
which is far in excess of orders normally to be expected, is not only a 
financial burden, but it is a continual inducement toward rush orders 
and irregular operation. 
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d) Prevent disorganization of production due to cut-throat 
competition: Agreements can in some cases be made to restrict 
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to (iiborganize production. 
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2 RKGUIWKIZATION BY Till. WORKIRS 
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profit can afford to dispense with the irregular and unreliable gains of a 
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ity of production. 
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merce or similar organizations an effort should be made to provide 
communities with diversified industries whose slack seasons come at 
different times, so as to facilitate dovetailing of employments. 

c) Prevent development of plant and machinery far beyond 
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2 . PUBLIC SUBSIDIES TO TRADE UNION OUT-OF-WORK BENEFITS 

As the “Ghent System,” invented by Dr. Varlez, the inter- 
national secretary of the Association on UnemployiiK'nt, this metlio(l 
of administering unemployment insuiance has become well known 
throughout Western Europe. 

3 . PUBLIC UNJ.MPLOYMENr INSURANCE 
In this employers, workers, and the state should become joint 
contributors. Such a system should be earned on in close connection 
with the labor eAchanges, for tlie exchanges furnish, particularly when 
their knowledge of opportunities for private em])loyment is su|iple- 
rnented by an intelligent adjustment of iniblic works, the best possible 
“work test” for the unem])loyed ajiplicant for insurance benefits 
Possible abuses of the insurance system may thus be thwarted 
During the process both engiloyers and workers learn to make use 
of the exxhanges as centers of information and thereby help to organize 
the labor market. And of crowning importance in the movement 
toward regularization of industry is the careful development of this 
form of insurance with its continuous pressure toward the prevention 
of unemployment. 


V. Other Helpful AIeasures 

In addition to the foregoing measures, which are directly aimed 
at the prevention of unemployment, the following jwlicies, initiated 
primarily for a variety of other social purposes, would also prove 
helpful: 

1. Industrial training, both of young people and of adults, should 
be encouraged. Every advance in his skill strengthens the hold 
of the worker upon his job, and a wider industrial training makes 
possible for him adaptation to various kinds of work, (children, 
especially, should not be permitted to go to work without sufTicient 
industrial training to prcvxnt their being used as casual labor, and 
should be discouraged from entering “blind-alley” employments 
which destroy rather than develop industrial ability. Por those who 
go to work early, the system of continuation schools, now found in 
many states, should be still further developed. I he idea, also, 
that industrial training and education are not feasible for the adult 
worker should be abandoned. 

2. An agricultural revival should be promoted to make rural life 
more attractive and to keep people on the land. 
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3. A constructive immigration policy ^ concerned with both indus- 
trial and agricultural aspects of the problem, should be developed 
for the proper distribution of America’s enormous immigration. 

4. Reducing the number of young workers by excluding child labor 
up to sixteen years of age and restricting the hours of young people 
under eighteen would lessen the number of the unskilled. 

5. Reduction of excessive working hours, especially in occupa- 
tions where the time of attendance and not the speed of the worker 
is the essential factor (such as ticket chopping and ’bus driving) 
would increase to a certain extent the demand for labor. 

6. Constructive care of the unemployable, who are tliemselves largely 
the product of unemployment, must be devised, with the aim of 
restoring them, whenever possible, to normal working life. The 
problem of these persons is distinct from that of the capable unem- 
ployed, and should not be confused with it. For the dilTerent groups 
appropriate treatment is required, including (i) adequate health 
insurance for the sick, (2) old-age pensions for the aged, (3) industrial 
or agricultural training for the incflicient, (4) segregation for the 
feebleminded, and (5) penal farm colonies for the “won’t works” 
and semi-criminal. 


230. SOCIAL INSURANCE^ 

Social insurance sets to itself the task of meeting the problem of 
the economic insecurity of labor. 

Now what are the contingencies causing this economic insecurity 
against which provision must be made in some way ? On examina- 
tion we find that a man’s ability to support himself, and to make due 
provision for those dependent upon him, is lessened or cut off: (i) by 
his meeting with an accident incapacitating him, temporarily or per- 
manently, partially or completely, for labor; (2) by his falling sick; 
(3) by his becoming permanently disabled for labor as the result of 
old age or failing powers; (4) by his death, leaving a widow, children, 
or others without adequate means for their support; and (5) by his 
inability to secure remunerative work. 

To meet each of these contingencies resort has been had to the 
principles of insurance. Social insurance is thus a term that has been 
coined to serve as a collective designation of: (i) insurance against 
accidents; (2) insurance against sickness; (3) insurance against old 

‘Adapted by permission from W. F. Willoughby, “The Problem of Social 
Insurance; An Analysis,” American Labor Legislation Review, III (1913), 159^60 
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aue and invalidily; (4) insurance against death, or, as it is more 
usually called, life insurance, and (5) insurance against unemploy- 
ment. 

Could a just and workable plan of insurance covering these 
several points be worked out, the problem of the economic security 
of labor, one of the greatest with which society now has to deal, would 
be solved. Is there any social problem more fundamental or more 
deserving of unremitting ctTort ? 

Each of these five branches of .soeial insuiante has its own special 
problems and considerations; they are unitcul only in res])ect to their 
ultimate social end. These sj^ecial problems can, in each case, be 
distinguished, for purposes of consideration, into three distinct 
Casses: (a) the social, (b) the administrative, (c) the tc-chnical. Of 
these the first is the most fundamental. Under this head falls the 
great question of upon whom shall fall the burden of making the con- 
tributions required for the sup])c)it of the system No real ]'>rogress 
can be made until wc, the public, have reached a conclusion regard- 
ing the problem of justice that is here involved. As a matter purely 
of right, of justice, of bringing about the widc'st possible distribution 
of welfare, how shall the linancial burden entailed by the system be 
distributed? In seeking to reach an answei to this (]uestion we find 
that the choice lies between i)lacing the burden in whole or in i)art 
u])on either: (i) the beneficiary, or workman, (2) the employer, CO 
industry in W'hich the workman is emj)lo\ed, or (4) the state. 

231 A SURVEY OF WORKINGMEN’S INSURANCE IN d'llE 
UNi ri'.I) S'l'ATES' 

There are already various systems of industrial insurance in the 
United States which wdtncss to the universal sense of need of such 
protection even among those woikeis who have least developed habits 
of thrift, d’hese imperfect and unrelated schemes are yet to be 
developed, co-ordinated, regulated, and combined so as to form a 
consistent, comprehensive, and adequate system. The hope of 
progress lies in these germinal beginnings, and the problem immedi- 
ately before the nation is one of synthesis. 

Sysleyns and schemes of industrial insurance. ~~{i) The working- 
men have themselves created organizations for insurance, and thereby 

express a universal sense of need of this protection; local mutual 

¥ 

‘Adapted by permission from Q. R. Henderson, Industrial Insurance in the 
United Stales, chap. .\h. (The University of Chicago Press, 1909.) 
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‘Adapted by permission from W. F. Willoughby, “The Problem of Social 
Insurance; An Analysis,” American Labor Legislation Review, III (1913), 159^60 
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organized accident insurance, but generally the schemes load the 
employees witJi premiums, cover only a part of the real loss, and lack 
full actuarial basis. There is nowhere stale super\ision or direction, 
no obligation to insure, no unity or uniformity of method; mostly 
anarchy. The administration varies with the form of organization; 
in the mutual benefit associations the matter is directed by a com- 
mittee with officers and clerks; in the trade unions the lodge governs 
the direction; and in casualty companies all is administered by the 
central office. 

In the relief departments of railroads and in the casualty com- 
panies the fund is provided by payment of premiums at intervals in 
advance. No example has been found of groups of emiiloyers feder- 
ated to provide accident insurance; and, indeed, the motive is lack- 
ing for such organization. 

Old age and invalidism . — A few of the trade unions have begun to 
establish funds for old-age retirement benefits. The fraternal societies 
exhibit a serious defect at tliis point. Under their system they can 
carry life insurance only to the region of old age and then the 
“brother^’ must care for himself, a very inconsistent kind of fra- 
ternity, yet inseparable from present methods. Some of the railroad 
corporations and even private firms have founded funds for old-age 
pensions and this movement seems to be growing in the country. 
Cities have pension funds for policemen, firemen, and to some extent 
for teachers. The nation and the states have made the old age of 
veterans comfortable. It is perfectly clear that the common lalxirers 
of cities can never on present wages provide for old age without help 
of employers and the public; the outlook is simply hopeless. 

Various arc the methods of providing funeral funds and life 
insurance. The poorest workmen of America count among their 
most necessary expenses the premiums which will provide money for a 
respectable funeral. Sickness and accident insurance come later, 
and the contingency of need in old age is to their imagination far 
more remote. The colossal sums poured annually from slenrler 
incomes into the coffers of the “industrial insurance’' companies 
are witness of the spirit of sacrifice which is inspired by the sentiment 
of repugnance to burial at public expense The benefit departments 
of the fraternal societies and fraternal insurance societies prove the 
interest of skilled artisans in providing for future wants by insurance. 

Comparatively little has been done for unemployment insurance. 
Apart from occasional gifts of cities, or hastily planned emergency 
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‘Adapted by permission from W. F. Willoughby, “The Problem of Social 
Insurance; An Analysis,” American Labor Legislation Review, III (1913), 159^60 
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will the attempt to solve the problem of low wages probably raise ? Is 
it wise legislation so far as it goes? If so, are additional measures 
called for to supplement it ? If not, where shall we look for a solution 
of the serious problem of low wages ? 

The first result to be expected is that the formation of wages 
boards will bring about a certain amount of organization of the 
employees in the trades regulated. 

The second and perba]'>s the most important result will be that 
wages will be standardized to an extent, and cxploilalion by un- 
scrupulous employers will be checked. 

A third result will be a leveling up of wages in the regulated 
trades. 

A fourth result will probably be that some of those who are now 
earning more than a living wage on a time basis will have their wag(s 
reduced. The union rate has had that efiect; some of those of more 
than average efficiency have been sacrificed to an extent. 

As a fifth result, various petty abuses by the less scrupulous 
employers will be checked, such as exacting payment for this, that, 
and the other thing -drinking-water in the mills at Lawrence, Massa- 
chusetts, for example— and tlie imposition of arbitrary and exorbitant 
fines. The methods of the better employers will be imposed to a 
considerable extent upon others. 

As a sixth result, business will be injured at certain points. Home 
work will be curtailed, for its chief advantage is found in the fact 
that the labor supply is obtained for less than is paid in factories and 
shops. Likewise, those employers whose business is poorly managed 
or whose methods are antiquated will suffer loss unless they can over- 
come the handicaps under which they labor. The net result will be 
that the more efficient firms and the more efficient forms of organiza- 
tion will gain at the expense of the less efficient when the subsidy of 
cheap labor is denied the latter. Though this will work a certain 
amount of hardship, it is improper to subsidize inefficient manage- 
ment and antiquated methods at the expense of the health and 
efficiency of the employees. 

As a seventh result, this legislation, being confined to certain 
states, may be expected to depress the industries of the regulated 
localities and build up those of other localities where such regulation 
does not obtain, in so far as competition is effective beyond state 
boundaries. Such has been the effect of the regulation of the hours 
of labor and of child-labor legislation. 
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To a certain extent prices will be increased and the cost of living 
will rise. Frequently when labor has been organized and has secured 
higher wages and better labor conditions through the pressure of the 
strike and the boycott, consumers have had to pay more for the 
laborers’ services and products. 

As a ninth effect, some of those who work will be displaced and 
will be unemployable at the standard rates set. The employer will not, 
for any great length of time, continue to employ persons who are 
not worth to him the price he must pay. 

In the tenth place, the regulation of the wages of women and 
minors will protect male adults to some extent against the disastrous 
effects of the underbidding by these classes. It will tend to remove 
the premium which has been placed upon the labor of women and 
youths because of the low wages they accept. 

An eleventh result would be that the number of strikes in the 
textile and the garment trades will be diminished and the advance 
of such revolutionary organizations as the Industrial Workers of the 
World checked. 

And, finally, a difficult administrative problem in the enforcement 
of wage standards will certainly develop. The setting of standards 
for the hours of labor, sanitary conditions, and child labor has brought 
with it acute problems of this kind. To meet them, legislation has 
become more and more rigid in its details designed to secure enforce- 
ment, and the inspection service has had to be strengthened. And 
yet, it cannot be said that we have been more than indifferently suc- 
cessful in those states which have made the greatest advance in the 
matter. 

In concluding this discussion of the minimum wage, it may be 
noted that its more advanced advocates plead for its application to 
adult males. 


233. THE SOCIALIZATION OF LAW' 

A developed legal system is made up of two elements, a tra- 
ditional element and an enacted or imperative element. Although 
at present the balance in our law is shifting gradually to the side of the 
enacted element, tlie traditional element is still by far the more impor- 
tant. In tlic first instance, we must rely upon it to meet all new 
problems, for the legislator acts only after they attract attention. 

'Adapted by permission from Roscoo Pound, “Social Problems and the 
Courts,” American Journal of Sociology, XVTII (1912-13), 334-38. 
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But even after the legislator has acted, it is seldom if ever that his 
foresight extends to all the details of his problem or that he is able 
to do more than provide a broad, if not a crude, outline. Hence, even 
in the field of the enacted law, the traditional element of tlie legal 
system plays a chief part. \Vc must rely upon it to fill the gaps in 
legislation, to develop the principles introduced by legislation, and to 
interpret them. 

Moreover, a large field is always unap])ropriated by enactment, 
and here the traditional element is supreme. In this i)art of the law 
fundamental ideas change slowly. The alterations wrought here and 
there by legislation, not always consistent with one another, do not 
produce a general advance. Indeed, they may be held back, at times, 
in the interests, real or siij^posed, of uniformity and consistency, 
through the influence of the tiaditional element. It is obvious, 
therefore, that above all else the condition of the lawdc'pends upon the 
condition of this element of the k'gal scstem. If the traditional ele- 
ment of the law will not heai of nc'w ethic al ideas, or will not hear of the 
usages of the mercantile community, or will not hear of new economics 
or of the tenets of the. modem social sciences, legislation will long beat 
its ineffectual wings in vain. 

If, however, the causes of the backwardness of the law with res|)ect 
to social problems and the unsocial attitude caf the law toward ques- 
tions of great import in the modern community arc to be found in the 
traditional element of the legal system, the surest means of deliver- 
ance arc to be found there also. The infusion of morals into the law 
through the development of equity was not an achievement of legis- 
lation, but the work of couits. The absorption of the usages of 
merchants into the law was not brought about by statutes, but by 
judicial decisions. When once the curnait of juristic thought and 
judicial decision is turned into the new course, our Anglo-American 
method of judicial empiricism has always proved adeciuate. 

There are many signs that fundamental changes arc taking 
place in our legal system and that a shifting is in progress from the 
individualist justice of the nineteenth century, which has passed so 
significantly by the name of legal justice, to the social justice of 
today. 

Six noteworthy changes in the law, which are in the spirit of 
recent ethics, recent philosophy, and recent political thought, may be 
referred to. First among these we may note limitations on the use 
of property, attempts to prevent the anti-social exercise of rights. 
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'Adapted by permission from Roscoo Pound, “Social Problems and the 
Courts,” American Journal of Sociology, XVTII (1912-13), 334-38. 
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Finally, recent legislation and, to some extent, judicial decision 
have begun to change the old attitude of the law with respect to depend- 
ent members of the household. Courts no longer make the natural 
rights of parents with respect to children the chief basis of their 
decisions. The individual interest of parents which used to be tlie 
one thing regarded has come to be almost the last thing regarded 
as compared with the interest of the child and the interest of society. 
In other words, here also social interests arc now chiefly regarded. 

See also 407. Dissatisfaction with Present Formal Social Control. 

REFORM WITH RESPECT TO EMPLOYERS’ LIABILFPY* 

The study of the situation at home and abroad suggests a i)ro- 
cn.im for reform, and its ultimate accomplishment should be held 
I onstantly in view. 

a) Employers should be held accountable for the safely of surround- 
ings and equipment . — This is now recognized in Great Pritain, and in 
most of the states of Continental Europe. In nine Ameriian states 
this principle is applied to all industries, in five others, to railways; 
and in nineteen more, responsibility is thrown upon employers who 
fail to comply with legal re(iuirements concerning stated safety 
de\ ices and precautions. Its general acceptance in the United States 
would largely abolish the doctrine of assumed risk, and greatly reduce 
litigation. 

b) Employers should be held accountable for the negligent acts of their 
employees . — This principle also is accepted in most of the countries 
of Europe and in three American states. In ten others it is recog- 
nized in part, and in eighteen more it applies to specified industries. 
Its general acceptance would abolish the fellow-servant doctrine and 
restore the principle of respondeat superior to the full range of legal 
application that it should properly have. 

c) The employer's defense of contributory negligence should be 
denied . — The workingman’s environment makes constant care impos- 
sible, and this general defense against liability works grave injustice. 
Industry should bear its inevitable accident losses, as it bears its 
inevitable fire^ losses and maintenance charges. No part of the 
burden should be thrown upon those whose earning power is sacrificed. 
In most European nations only such contributory negligence as is 

* Adapted by permission from G. L. Campbell, I ndustrial Accident Compensa- 
tion, chaps, iv and vi. (Houghton Mifflin Co., 1911 ) 
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To a certain extent prices will be increased and the cost of living 
will rise. Frequently when labor has been organized and has secured 
higher wages and better labor conditions through the pressure of the 
strike and the boycott, consumers have had to pay more for the 
laborers’ services and products. 

As a ninth effect, some of those who work will be displaced and 
will be unemployable at the standard rates set. The employer will not, 
for any great length of time, continue to employ persons who are 
not worth to him the price he must pay. 

In the tenth place, the regulation of the wages of women and 
minors will protect male adults to some extent against the disastrous 
effects of the underbidding by these classes. It will tend to remove 
the premium which has been placed upon the labor of women and 
youths because of the low wages they accept. 

An eleventh result would be that the number of strikes in the 
textile and the garment trades will be diminished and the advance 
of such revolutionary organizations as the Industrial Workers of the 
World checked. 

And, finally, a difficult administrative problem in the enforcement 
of wage standards will certainly develop. The setting of standards 
for the hours of labor, sanitary conditions, and child labor has brought 
with it acute problems of this kind. To meet them, legislation has 
become more and more rigid in its details designed to secure enforce- 
ment, and the inspection service has had to be strengthened. And 
yet, it cannot be said that we have been more than indifferently suc- 
cessful in those states which have made the greatest advance in the 
matter. 

In concluding this discussion of the minimum wage, it may be 
noted that its more advanced advocates plead for its application to 
adult males. 


233. THE SOCIALIZATION OF LAW' 

A developed legal system is made up of two elements, a tra- 
ditional element and an enacted or imperative element. Although 
at present the balance in our law is shifting gradually to the side of the 
enacted element, tlie traditional element is still by far the more impor- 
tant. In tlic first instance, we must rely upon it to meet all new 
problems, for the legislator acts only after they attract attention. 

'Adapted by permission from Roscoo Pound, “Social Problems and the 
Courts,” American Journal of Sociology, XVTII (1912-13), 334-38. 
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mined. The proceeds make up a state fund for the generous com- 
pensation of accidents in the coal-mining industry. 

g) Compensation payments should be cou'icrved. Many persons left 
dependent are incompetent to care for large sums of money suddenly 
acquired. Courts of proper jurisdiction should be given authoiity 
to determine whether lump payments should be made or tlie sum 
invested in annuities. The pension systems of the continental luiro- 
])ean states are rich in the suggestion of administrative metiiods for 
accomplishing this purpose. 

235. LABOR LEGISLATION IN ONE STA^l'E' 

That the public has a stake in industrial questions and should 
shoulder its responsibility was recognized in a substantial manner 
in Illinois when in 1S93 a State Department of h'actories and Woik- 
shops was created and laws weie enacted prohibiting emploNirn'iit 
of children under fourteen years of age, or of women, in the manu- 
facture of wearing apparel, for more than eight hours a day and 
forty-eight a week.* Previously in 1877 and again in 1S91 there 
had been efforts at child labor legislation, but failure to provide state 
inspectors to enforce the laws rendered the acts inelTective. Since 
1893, the extension of state control over industry has been almost 
continuous. Following are some of the more important acts which 
mark this development: 

1897. Child labor law enacted covering not only factories but ofTiecs, 
laundries, mercantile establishments, and stores, and lixing maximum 
hours of labor of children under sixteen years of .igc at ten per day and 
sixty per week. 

1897. Act passed requiring the installation of blowers to remove dust 
from metal polishing, bulling, and grinding wheels. 

1901. Child labor law strengthened and all establishments required 
to provide suitable seats for women and girls 

1903. Present child labor law enacted. 

1907. Factory Inspection Dcfiarlment established as separate depart- 
ment of the state government and Us powers extended. 

1907. Present law providing for health, safety, and comfort of workers 
in factories, mercantile establishments, mills, and workshops enacted. 

' Adapted by permission from Industrial Conditions in Springfield , Illinois^ 
pp. 141-43. (Russell Sage Foundation, 1916.) 

* In 1895 the latter provision was held unconstitutional by the state supreme 
court. In 1910 the same court declared a ten-hour law for women constitutional 
{Ritchie 6* Co. v. Wayman and Davies). 
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1907. Act passed to provide for the safety of persons engaged in con- 
struction, alteration, or repair of buildings, bridges, viaducts, and other 
structures. 

1908. Act passed preventing employment in coal mines of persons 
who have not been passed by a State Miners' Examining Board. 

1909. Law enacted fixing hours of work of women in factories and 
laundries at ten p)er day. 

1910. Act passed providing for fire-fighting equipment in coal mines 
Later amended and strengthened. 

1911. Women’s ten-hour law extended to cover mercantile establish 
ments, hotels, restaurants, offices, and other enumerated places, 

1911. Law enacted to protect workers from occupational diseases. 

1913. Act passed consolidating and strengthening laws to provide 
for safety and welfare of workers in coal mines. 

1913. Present workingmen’s compensation law enacted. 

Examination of this list shows a fairly rapid extension of the field 
of labor laws and a gradual strengtliening of rcqtiirements — but an 
extension that is not at all unique for an industrial state. Other 
states have legislated in fields not yet entered in Illinois, as seen, for 
example, in their establishment of minimum wage boards, the pro- 
hibition of night work by women, the limitation of the workday 
to eight hours for women, the guaranty of one day of rest in seven 
to all workers, the enactment of compulsory compensation laws, and 
other measures. That the public will exercise increasing influence 
through legislation for improved industrial conditions appears 
certain, and should be encouraged, particularly with reference to the 
strengthening of the child labor laws, the reduction of the hours of 
working women, the protection of workers from physical hazards, 
and the establishment of minimum wage boards. 

236. OTHER FORMS OF COMMUNITY CONTROL* 

The influence of the community is potent in ways other than 
through legislation. Important, in this connection, is the e.xistcnce 
of a public opinion that insists upon the fair and full enforcement 
of legislation touching industrial matters; that demands intelli- 
gent and even treatment of the interests of both employer and 
employee before the courts and by court officers; that, in other dis- 
puted issues where no official tribunal has jurisdiction, will guarantee 
to both sides equal consideration before claims are decided; that 

* Adapted by permission from Industrial Conditions in Springfield, Illinois, 
pp. 143-144. (Russell Sage Foundation, 1916.) 
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would make it hard for industries and commercial enterprises main- 
taining conditions below a reasonable standard to do business in the 
community; and that would work thiough other channels as occasion 
demands. Some of these may take form in the establishment and 
maintenance of agencies to furnish pertinent information on the 
((uality of present law enforcement (through bureaus of government 
research, committees and commissions on public efficiency, industrial 
surveys, etc.); in the selection of persons for judicial positions who 
recognize the importance and complexity of industrial (luestions and 
have gone to some pains to make themselves intelligent upon them; 
in the creation of machinery for arbitration and conciliation of 
industrial differences; and in the organization and support of quasi- 
public institutions, such as consumers’ leagues, civic improvement 
societies, and an independent press, which afford opportunity in 
the public interest to thresh out acute industrial situations and to 
take organized action. 

At the same time the community must be willing and expect to 
bear its share of the legitimate cost of maintaining good industrial 
standards. There undoubtedly are many cases in wliich employers 
are already doing all that they can. In such cases, where the cost 
of necessary improvements cannot be financed out of the reasonable 
proceeds of the business, the public, granting that the business 
satisfies a real need in the community, must be prepared to assume its 
part of the extra charges, which in most cases would take the form 
of increased prices. In other words, in addition to giving its prefer- 
ence to establishments meeting good standards as to work conditions, 
the public should be ready to pay its just share of the costs involved. 

We have then these three main forces or groups of interested 
parties — the employer, the worker, and the public — which may be 
expected to act toward making industry contribute toward, and not 
detract from, the general welfare. 

237. CONTROL OF POPULATION* 

Of late we have heard a tremendous demand from would-be 
social reformers for a ‘‘living wage.” We hear the employers on all 
sides denounced as heartless villains because they do not pay enough 
to allow their employees to live in decency and comfort. But this 
sentiment seems to arise from a superficial analysis of the difficulty. 

‘ Taken by permission from W. I. King, The Wealth and Income of the Peopli 
of the United States, pp. 249-52 (The Macmillan Co , 1915.) 
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Why are the employees not in a position to demand a satisfactory 
return for their services? Whose fault is it? And the ultimate 
blame must be laid, not upon their employers, but upon the parents 
and grandparents of the workers tliemselves. Why did these ances- 
tors of the present generation bring into the world children whom they 
could afford neither to educate nor to train for some occupation the 
products of which were sufficiently in demand to make a living wage 
easily secured? Why indeed! Simply because these same parents 
and grandparents were either incompetent, ignorant, or unwilling to 
restrain their animal passions. Here we have an excellent example 
of “visiting the iniquity of the father upon the children unto the third 
and fourth generation.” But this fact is not recognized by many of 
the radical “social uplifters” of the present day, and, as a result, we 
hear American employers and American society in general denounced 
in unmeasured terms for misdeeds committed across the ocean by 
men the most of whom arc long since in their graves. Yes, we should 
have a living wage, but wc shall not get it by demanding that people 
pay for a limitless su])ply of labor which does not know how to produce 
the articles and services which consumers are willing to buy. The 
situation may be remedied by scientific treatment of the causes but 
never by bitter invective and passionate denunciation of those who 
arc not primarily to blame. The price of any sort of labor will go 
up easily and naturally enough when the supply of that kind of labor 
becomes scarce, and will go down when more laborers appear upon 
the scene. In this respect labor does not differ from wheat or steel 
or cotton. If, therefore, we arc desirous of bettering the condition 
of the workers in poorly paid occupations, we must, in some way, 
diminish the numbers desiring those kinds of employment. The 
wages will then take care of themselves. 

It has been shown that the per capita income of the American 
people has been increasing steadily and rapidly during the period 
covered by our study; that it now amounts to the comfortable sum of 
$1,500 per family, but that it is very unequally distributed; that 
fairly equal distribution is at present impracticable because the lower 
classes of our population have, as yet, failed to substitute preventive 
for positive checks in controlling tlie population supply, and the 
general elevation of the standard of living of these lower classes has 
been prevented by the rapid multiplication of the defective and in- 
competent and the still more rapid influx of the ignorant and unpro- 
gressive classes of Europeans; that, as a result, a large section of our 
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people still remains in poverty; that the members of the unskilled 
wage-earning class have, during the last two decades, been compelled 
to satisfy tlieir needs with a lower rather than a higher real wage; and 
that, in the meantime, the property-holding classes have seen their 
income in purchasing power continue to increase at a satisfactory 
rate. 

See also 271. The Standard of Living. 

238. RESTRICTION OF IMMIGRATION* 

1. The general policy adopted by Congress in 1882 of excluding 
Chinese laborers should be continued. 

The question of Japanese and Korean immigration should be 
permitted to stand without further legislation so long as the present 
method of restriction proves to be elTective. 

An understanding should be reached with the British Govern- 
ment whereby East Indian laborers should be effectively prevented 
from coming to the United States. 

2. The investigations of the Commission show an oversupply of 
unskilled labor in basic industiies to an extent which indicates 
an oversupply of unskilled labor in the industries of the country 
a , a whole, and therefore demand legislation which will at the 
present time restrict the further admission of such unskilled 
labor. 

It is desirable in making the restriction that — 

a) A sufficient number be debarred to produce a marked effect 
upon the present supply of unskilled labor. 

b) As far as possible, the aliens excluded should be those who 
come to this country with no intention to become American 
citizens or even to maintain a permanent residence here, but 
merely to save enough by the adoption, if necessary, of low 
standards of living, to return permanently to their home 
country. Such persons are usually men unaccompanied by 
wives or children. 

c) As far as possible the aliens excluded should also be those 
who, by reason of their personal qualities or habits, would 
least readily be assimilated or would make the least desirable 
citizens. 


Taken from the Reports of the Immigration Commission, I (1911), 4S"48- 
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to grade the pursuits of men, whctlicr the accumulation of wealth is 
higher or lower in value than other pursuits, most of us are obliged 
to face the practical problem of income. 

By unthinking persons discrimination is thrown to the wind. If 
they hear of one rich man who is evil, all rich men are evil. Without 
.iny economic examination, it is assumed that, if a man is rich, it can 
only be because he has got riches at the expense of others, and espe- 
lially of his laborers. Hence the theory— already alluded to— that 
workmen are right in pressing for higher wages until all shall become 
equally rich. That is in essence the hope of industrial democracy. 

Among the cowboys on a southwestern ranch was one (juiet, 
silent fellow of eighteen; he rode well, knew the nature of a cow, took 
a joke on himself good-naturedly, and said nothing. At the end 
of the month the “bunch blew in” the month’s wages at the saloons 
in the nearest town; but our }oung man, in a lonesome way, stayed 
on the ranch and did not go to town. He took the usual jibes, grinned, 
and said nothing. He was fed and found on the ranch, and at the 
end of the year he had $360 to his credit. 'I'liis went on three or 
four years. Suddenly 'he was known to ha\e pre-emi)ted iCo acres 
of the best land in the region, he built his shack and stocked his farm 
from his savings. He was a good judge of horses and cattle, and 
worked indcfatigably on his farm — which was truly his “savings 
bank.” In one year his wheat sold for $3,500. Ifis “stand” of 
.dfalfa was as good as any in the country. Ife needed more help and 
employed some of the boys he had known on the old ranch, and 
paid them more than they had earned in the saddle. Then, after 
having paid for his farm, he had enough to buy an adjoining 160 acres 
for cash; he had a rapidly increasing herd on the open range. 

In a very few years he became the owner of 1,200 acres of alfalfa 
in Texas, apart from his other farms and hcids. Ills annual income 
at one time some years ago from wheat alone was o\er $10,000. 
Then he invested in more land, bought bank stock, helped build new 
railways, and was in recent years popularly acclaimed a millionaire. 

Now, did this man gain hia fortune at the expen-ie of others ? 
•Any other of those mad-riding, reckless cowboys could have done the 
same, if they had had the qualities that industrial success demands. 
Aye: there’s the rub. Industrial success is personal, not social 
Society is not holding a man down; the existing social system is not 
keeping men at the bottom; it i§ their own personal deficicnc ics that 
keep them there. Industrial success can be won at a price, and the 
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3. From a variable quantity deducting a certain quantity leaves 
a variable result; our earnings, no longer called wages, greater in 
good years, smaller in bad years; greater as we labor with zeal and 
conduct our business with discretion, smaller as we fail in either 
respect. 

This is, in effect, what the laborers, by co-operation, say to the 
entrepreneur. Do they give the capitalist his cong6 after the same 
fashion ? Do they assert independence of him, and ability to go along 
without him ? Not in the least. Not a word of it. Co-operation is 
not going to rid them of dependence on capital. They are to be just 
as dependent on the capitalist as were their employers whose places 
they aspire to fill. They know that they have just as much and just 
as good machinery, just as abundant and good materials, as competing 
establishments under entrepreneur management. So far as tiiey 
themselves have capital, the results of their savings out of jxast wages, 
they will employ these and receive the returns therefrom directly, 
instead of lending it to the entrepreneur through the savings bank and 
getting interest therefor. So far as they want capital for their opera- 
tions over what they can scrape together, they must go to the banks 
or to private lenders, and pay as high a price for its use as their 
quondam employer was wont to do; indeed, for a while at least, 
probably a higher price, as their credit will not be likely to be so good 
at first as his. And if co-operation should start earliest, and make 
most progress, in those industries where the amount of capital required 
is comparatively small, this would be but a recognition of the fact that 
co-operation has no tendency to free the laboring class from any 
domination of capital, of which complaint may have been made, but 
that its sole object is to get rid of the entrepreneur. 

What, then, might we fairly look to co-operation to accomplish? 

Considering the scheme from the laborer’s point of view, we say: 

First, to reap the profits of the entrepreneur, w^hich are very large, 
large enough if divided among the wages class to make a substantial 
addition to their means of subsistence. 

Second, to secure employment independently of the will of the 
‘'middleman.” 

Such, as we understand the matter, are the two economical advan- 
tages for which the wages class look to co-operation. There is still 
another advantage, non-economical and therefore not in our province, 
namely, the getting rid of the feeling of dependence and the securing 
of a higher social standing. 



6 o 8 


INDUSTRIAL SOCIETY 


In addition to the advantages which the wages class have generally 
in contemplation when plans of co-operation are proposed, the political 
economist sees three advantages of high importance which would 
result from this system if fairly established. 

First: co-operation would, by the very terms of it, obviate strikes. 
The employer being abolished, the workmen being now self-employed, 
these destructive contests would cease. The industrial “non-ego” 
disappearing, the industrial egotism which precipitates strikes would 
disappear also. Second: the workman would be stimulated to a 
greater industry and greater carefulness. 

Third: the workman would be incited to frugality. Hehasatonce 
furnished him the best possible opportunity for investing his savings, 
namely, in materials and implements which he is himself to use in 
labor. 

The additional considerations that co-operation tends to improve 
the moral, social, and political character of the workman, by giving 
him a larger stake in society, making his remuneration depend more 
directly on his own conduct, and allowing him to participate in the 
deliberations and decisions of industry — these considerations, being 
non-cconomical, belong to the statesman and the moralist. 

241. DISTRIBUTIVE CO-OPERATION' 

The objections which exist to productive co-operation do not 
apply with anything like ecjual force to distributive co-operation, so 
called (but which could more properly be termed consumptive co- 
operation), that is, the supplying of the wages class with the necessaries 
of life through agencies established and supported by themselves. 

By productive co-operation, workmen seek to increase their 
incomes. 

By distributive or consumptive co-operation, they seek to expend 
their incomes to better advantage. They no longer seek to divide 
among themselves the profits of manufacture, but the profits of retail 
and perhaps even of wholesale trade. 

The advantages of this species of co-operation are: 

First: the division among the co-operators of the ordinary net 
profits of the retail trade. 

Second: the saving of all expenses in the line of advertising. 
The “ union ” store may be on a back street, with the simplest arrangc- 

* Adapted by permission from F. A. Walker, The Wages Question, pp. 283-86 
(Henry Holt & Co., 1891,) 
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ments, yet the associates will be certain to go to it for their supplies, 
without invitation through newspapers or posters. 

Third: a great reduction in the expenses of handling and dealing 
out goods. Being sure of their custom, they can control it, and con- 
centrate it into a few hours of the day, or perha])s of the evening 
wholly. 

Fourth: a saving of vast moment, in the abolition of the credit 
system; involving as that does the keeping of books, the rendering 
of accounts, and much solicitation of payment, and, secondly, a 
very considerable percentage of loss by bad debts. 

Fifth: security, so far as possible with human agencies, against 
the frauds in weight and measure and in the adulteration of goods, 
which are perpetrated extensively under the system of retail trade, 
the poorest customers being generally those who sulTer most. 

The difficulties of consumptive are fewer and less severe than those 
of productive co-operation. To handle and sell goods is a much less 
serious business than to produce them. When once marketed, the 
contingencies of production are past, the quality of the goods is 
already determined, and in the great majority of cases only moderate 
care is required to prevent deterioration. Then again, the profits 
of letail trade are relatively higher, for the capital and skill required, 
then the profits of manufacture. Finally and chiefly, the destination 
of goods is already practically provided for, the members are certain 
to take off what is bought, if only ordinary discretion is used, waste 
and loss arc therefore reduced to the minimum. 

242. DEMOCRACY IN INDU.STRY' 

[It should be noted that this passage is not a statement of the 
author’s ^‘remedy” for labor troubles. It is merely a statement of a 
conceivable experiment in an imaginary situation set forth in full in 
the book from which the selection is taken. — Ed.] 

So far as I can sense the meaning of the tide of democracy behind 
this strike, it is a passionate feeling, reaching deep below the mental 
level where it is a reasoned theory, that our social agreements have 
right soon got to make a place for three tilings; and you needn’t look 
far to find the pressure for each of these three things behind every 
move the strike has made. 

First — and at this transition point out of the capitalistic aberra- 
tion into sanity practically most important — is that the theories and 

' Taken by permission from A. W. Small, Bdween Eras from Capitalism to 
Democracy, pp. 379-84 (Inter-Collegiate Press, 19 ^ 3-1 
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By productive co-operation, workmen seek to increase their 
incomes. 

By distributive or consumptive co-operation, they seek to expend 
their incomes to better advantage. They no longer seek to divide 
among themselves the profits of manufacture, but the profits of retail 
and perhaps even of wholesale trade. 

The advantages of this species of co-operation are: 

First: the division among the co-operators of the ordinary net 
profits of the retail trade. 

Second: the saving of all expenses in the line of advertising. 
The “ union ” store may be on a back street, with the simplest arrangc- 

* Adapted by permission from F. A. Walker, The Wages Question, pp. 283-86 
(Henry Holt & Co., 1891,) 
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1. The Company acknowledges the principle that work in its employ 
creates an equity in the business. 

2. Since no more exact way to calculate this equity has been discovered 
than the adjustment secured by established business practices, the Company 
holds that the only practical method of giving elTect to Clause i is co- 
operation between the Company and its employees in discovering how the 
operations of the Company may more closely apply the aforesaid pnnci[)le. 

3. To that end the Company agrees to designate a standing committee 
of conference, to act with a similar committee of the employees, in taking 
into consideration all the afTairs of the Company, particularly everything 
affecting the interests of the employees, and from time to lime to pioixjse 
modifications of the general policies of the (mmpany, whenever the con- 
feu'cs are able to unite on recommendations which in their judgment would 
tend better to protect all the interests conccined. 

4. The Company agrees to accejit any method, satisfactory to the 
employees, of constituting the membership of the employees’ committee; 
provided only that all such members shall be on the pay roll of the Company. 

5. The Company agrees to instruct its (ommittce to co operate with the 
employees’ committee in working out specifications of the kinds of informa- 
tion about the affairs of the Company which sliall be put at the disposal of 
the committee, together with the rules which shall govern access of the 
committee to this information, and its transmission to the body of 
employees. 

6 The Company agrees in good faith to co-operate with the employees 
in carrying out the S[)irit of this agreement, by adoption of details which 
experience may from time to time show to be necessary in order to give it 
full effect. 


243. THE TRADE-UNION TROGRAM 

A* 

The principal expressions of class-consciousness in the hand- 
working classes in our clay are labor unions and that wider, vaguer, 
more philosophical or religious movement too various for definition, 
wliich is known as socialism. 

Labor unions are the simpler matter. They have risen out of 
the urgent need of self-defense, not so much against deliberate aggres- 
sion as against brutal confusion and neglect. The industrial popula- 
tion has been tossed about on the swirl of economic change like so 

’ Adapted by permission from C. H. Cooley, Social Organization, pp. 385-89. 
fC'harles Scribner’s Sons, 1913.) 
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much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
Against this state of things the higher class of artisans- as measured 
by skill, wages, and general intelligence^- have made a partly suc- 
cessful struggle through co-operation in associations which, however, 
include much less than half of those who might be expected to take 
advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism tliey have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are performing 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inlluencing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against accident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship aiid self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one's fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. He gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.” 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class — especially those imported 
from non-democratic civilizations— and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere— the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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opportunity by restricting apprenticcshi[) and limiting the number of 
their members; that they will seek their ends tlirough intimidation 
and violence; that they will be made the instrunicnts of corrupt 
leaders. These and similar wrongs have from time to time been 
brought home to them, and, unless their membeis are superior to the 
common run of men, they are such as must be exju'cted. But it 
would be a mistake to regard these or any other kinds of injustice 
as a part of the essential policy of unions. 'I'hev are feeling their 
way in a human, fallible manner, and their e\entual policy will be 
determined by what, in the way of class advancement, they find 
by experience to be practic<Lble In so far as they attemi)t things 
that are unjust we may e\])ect them, in the long run, to fail, thiough 
the resistance of othei^ and through the <i\\akcning of their own 
consciences. It is the part of other people to check their excesses 
and cherish their benefits. 


b' 

'I'rade Unionism, to put it bi icily, remedies the defects of a merc'ly 
instinctive Standard of Life. By interpreting the standard into 
precise and uniform conditions of employment it gives every member 
of the combination a definite and identical minimum to stand out for 
and an e.xact measure by which to test any new proposition of the 
employer. The reader of our descriptions of the elaborate standard 
rates and piece-work lists, the scales fixing working hours and limiting 
overtime, and the special rules for sanitation and safety, whicli 
together make up the body of d'rade Union Regulations, will appreci- 
ate with what fervor and persistency the Trade Unions have pursued 
this object of giving the indispensable definiteness to the Standard 
of Life of each section of wage-earners. And when we [)ass from the 
regulations of Trade Unionism to its characteristic Methods, we may 
now see how exactly these are calculated to remedy the other short- 
comings of the wage-earners’ instinctive defence. By the Mclhud of 
Mutual Insurance, the most necessitous workman, who would other- 
wise be the weakest part of the position, is freed from the [)ressure 
of his special necessities, and placed in as good a j)osition as his 
fellows to resist the employer’s encroachments. The provision of 
a common fund enables, in fact, all the members alike to get what the 
economists have called a “reserve price” on their labor. Thus, the 

* Taken by permission from Sidmey and Beatrice Webb, Industrial Democ~ 
racy, pp. 700-702. (Longmans, Green & Co., 1902 ) 
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from non-democratic civilizations— and the surest barrier against 
recklessness and disorder. That their members get this training will 
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competition. Co-opcralivc production will not do, even if Stale 
aided. It would prolong the reign of competition, and the conii)eii 
live system must wholly cease. 

Collectivism is, they say, the only system that is thoroughgoing, 
eoherent, and logical, as oj)posed to the diilerent txirlial stop-gaj> 
s\ Stems— co-operation, legislative interference, etc.-- width would 
be either wholly futile or barely temporary palliatives. As opposed 
lo the existing system, it is the only one at ofice rational and founded 
on justice. The land, and tlie mineral wealth beneath it, should evi- 
dently belong to all. They were Nature's gift to the human race, no 
more intended to be a])propriated by a few than the common sunlight, 
air, or water. And in like manner as regards Uie instruments for 
the production of the means of life. In former limes, tlie land 
did actually belong to the community, and in a time not remote 
the instruments of i)roduction did belong to the woiIots. It is not so 
now. The agricultural Ldjourer on the land has become divorced 
from ownership; the labourer in the towns no longei possesses the 
instruments of his craft. He is dependent on the will and the emi)loy- 
ment of another for his livelihood, 'bhe capital w'hich enables 
the capitalist to employ him, moreover, is itself the result of the 
s})oliation of labourers past and presemt. These are great evils, for 
which Collectivism is the only remedy that would be at once just, 
ehicacious, and that w'ould bring finality with it. 

Moreover, it is in harmony with existing facts and steadily 
growing tendenues all pointing to it. The state already o(( ujiies, to 
the general advantage and satisfaction, a jiorlion of the* lield of enter- 
piise and industry, within wTich competition is aliolislied. Let 
it occupy the entire field. It already regulates, and it tends ever 
more and more to regulate, the industries it does not ou iijiy w'hich 
are earned on in factories, mines, and w'orkshops. Let it put an end 
to the evil necessity of regulating by substituting its owm action for 
the private enterprise that reiiuires so much regulating to protect 
the labourers or the public. Let it organize all the necessary labour 
as it already does a jiart, and let it apportion their shares to all 
according to the rules of justice. 

(Note. — The Socialist jiarty platform of 1912 contains the follow'- 
ing declaration: “We declare, therefore, that the longer sufferance of 
these conditions is impossible, and we purpose to eml them all. We 
declare them to be the {)roduct of the firesent system in whieh industry 
is carried on for private greed, instead of for the welfare of society. 
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of political action; and the repudiation of state socialism. We can 
easily imagine the intelligent syndicalist saying to a moderate trade 
unionist: '*1 have far more in common with you than with the 
soc iaiist. You do not dei)en(l on the l)a]Iot; you do not seek to form a 
political labor party. But ymur form of organization is inelTective; you 
(.annot even strike successfully; and you live from hand to mouth.” 

As all roads once led to Ronug ^o today, in social aiul economic 
thinking, all arguments lead to one conclu'^ion, namely, that sodcly 
is tiioviiii^ tovaard co-operative nidustiy and ytadually displadng the 
capitalistic or ivage system 7cith its inevitable division of employers and 
employed into hostile camps. 

H. Are There Social Classes? 

HIE MECHANICAL ANT) l\SV('HOI.()(UCAL MEd'HODS oi 
DEEIXniOX* 

There are two current tests or modes of definition of classes 
(i) the objective or mechanical; ( 2 ) the subjective or psy chological. 

From the objedive or nuHhaniud standpoint, classi's are defined 
in terms of wealth or soi ial jxisition or o(cui)ation or character of 
iiKome or market relationslup 

Thus, we commonly sp(‘ak of the rich, the middle class, and the 
poor, the leisure class and the producing class, the large (apitalisL^ 
or a]:)tains of industry, the small capitalists, the piofessional class, 
the salaried class, anrl the wage-working class; the manufacturiTs, 
the traders, the professionals, and the workers; the })rofit -taking or 
employing class, the consumeis, and the w'age-wa)rking class, etc. 

From the subjective or psychological standpoint, classes are 
defined in terms of viewpoint, i e., in terms of motive, belief, attitude, 
interest, sympathy. 

To illustrate the difference: from the objective or mechaniial 
standpoint, all those wdio get tludr incomes from interest and profits 
belong to the employing class, those who get their income from 
wages constitute the working class, wliile those who get their income 
from neither or from both these sources arc sometimes called the 
middle class, sometimes the consuming class. 

From the psychological standjwint, on the other hand, all those 
who see their interests alike or wdiosc motives, beliefs, social attitudes, 
and sy^mpathies and habits of thought arc alike, constitute one class 
as against those of different or opposed ideas of interest or motives, 

* Adapted by permission from mimc«)graphed readings prepared by R I Iloxic 
for his class in Labor Conditions and Problems 
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There is, then, a real distinction between Uiese standpoints or 
tests, for judging of the existence or non-existence of social classes, 
and it will make a great dilTerencc which of these tests or standjioints 
we adopt, for the existence of classes is apiurently miuh more easily 
proved from the objective or nieclianical standpoint than fiom the 
subjective or psychological standpoint. 

247. the classical and the rROC.RLSSIVL-CPLIFl' 

POIN'IS OF \ ll.W 

The classical economic viewpoint j)ostulatcs the rational indi- 
vidual as tlie unit of society. ICich individual, according to this 
viewpoint, is possessed of certain natural and inalienable lights 
Fundamental among these natural and inalumable rights are private 
property, free competition and freedom of individual contract, non- 
interference with the natural law of supply and demand in the lixing 
ot prices and wage rates, the right of the employer to manage his 
business to suit himself, and the right of the worker to work where, 
when, and for whom he pleases. 

It is considered to be the sole piovince of government and law 
to uphold these and correlative rights, thus allowing to the individual 
the greatest initiative and freedom in “life, liberty, and the pursuit 
of liajijriness,” so long as he does not interfere with the natural lights 
of others. I3ut any combination of individuals which inteifiTes wdlh 
these natural rights, and especially with free contract and competition, 
1-^ looked upon as artificial and against the laws of nature. Hence 
the doctrine of laisscz fat re. 

When these rights are recognized and upheld, and the individual, 
so long as he docs not violate the natural rights of others, is allowed 
to seek his own interest freely, equality of opportunity is realized, 
each individual naturally tends to subserve the interest of Ids fellows, 
harmony of interest prevails in society, and the social and economic 
position to which any individual m<iy rise by the exercise of industry 
and thrift is limited only by his abilities. It is the disregard of 
these rights which produces the absence of natural social harmony 
and the appearance of classes and class conflict. Such classes and 
conflict are, however, unnatural, artificial, and, in the long run, cannot 
endure. 

It will be seen that the fundamental assumptions underlying this 
viewpoint are: a natural social order, resting on unchanging natural 

' .Adapted by permission from mimeographed readings prepared by R. F. Hoxie 
for his class in Labor Conditions and Problems. 
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4. That a strong social group is capable of freeing itself from 
class interest and bias, of knowing what right, justice, and wTlfare 
are for all in society, and of thus standing as an impartial arbiter 
between warring classes. 

5. That social will is an expression of natural law. In the crasser 
statements of this viewjwint, soual will is regarded as superior to 
natural law in social atlairs. 

248. THE SOCIALIST POINT OF \Ii;\V* 

In every historical epoch, the prevailing mode of economic {nodiu I ion 
and exchange, and the social organization neiessanly following from it, 
form the basis upon w'hich is built up, and fiom whu h alone can be exidained, 
the political and intellectual history of that eiuah, and, consequent ly, the 
whole history of mankind (since the dissolution of piimitive soucty, holding 
land in common ownership) has been a history of class struggles, lontcsis 
between exploiting and exploited, ruling and ojijiressed (Ki'^scs that 
the history of these class struggles forms a seiies of cwolulioiis in whiih, 
nowadays, a stage has been reached wheie the exjiloiied and oiipressed 
class — the proletariat--camiot att.iin its c ni.iin ipal ion fiom the sway of 
llic exploiting and ruling class -the Itourgeoisie - -w itlunit, at the same 
time, and once and for all, etnam ipating society at huge horn all exploita 
tion, oppression, class distinctions, and cla^s struggles — The Communis! 
Manifesto. 

The economic conditions are regarded as all-important, but 
attention is concentrated on one means by w'hich their inniiencc is 
exerted - the formation of waning classes of exjiloiting and (exploited 
Changes in the methods of production and ex( hange result in develop- 
ing new classes which w'ar with the dominant order, subdue it, and 
are in turn brought into conflict with their victorious successor. In 
the present epoch the struggle lies between the bourgeoisie, llu* 
exploiting class, and the proletariat, the exploited: the antagonism 
between them corresponds to the antagonisms which exist in the 
relations of production today, between the social character of pro- 
duction and the individual character of a})propriation of the product, 
as well as between the co-ordination and harmony w-hiih exist in the 
individual factory and the anarchy which marks production as a 
whole. This conflict will prove the last; the victory of the proletariat 
will mean the end both of the class interest and of the class struggle 

‘Taken by permission from 0 .,D. Skelton, Socialism: a Critical Analyst* 
pp. 107-8. (Copyright by Hart, Schafiner & Maix, 1911.) 
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recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere— the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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The most important sorts of unlikencss in the constituents of the 
population are perhaps three: dilTerences in race; differences aj)art 
from race, due to immigration or conquest, and unlikeness due to the 
gradual dilTercntiation of social functions within a population origi- 
nally homogeneous. 

A very pertinent question is that of the part which the hereditary 
or caste princijde is likely to j)lay in the coming life; whether it is 
probable that caste, other than that due to race, will arise in modern 
society; or that the hereditary prim iple will, to any degiee, have 
increased ascendency. Tlie answer should probably be that (he 
princ ij)le is always powerful, and may gain somewhat as conditions 
become more settled, but ceilainly can never produce true caste in 
the modern w^orld. With the giowth of fieedom classes come to be 
more open, tJiat is, more based on individual traits and less uj)on 
descent. Competition comes actively into j)lay and more or Uss 
ellicientK fulfils its function of assigning to each one an a]>proi)riate 
I)lace in the* whole. This ideal condition is never attained on a 
large scale. In practice the num who find work exactly suited 
to them and at the same time acceptable to society are at the best 
somewhat exceptional - though habit reconciles most of us- and 
classes are never wdiolly open or wholly devotecl to the gencaal 
gocvl. 

Class-consciousness along these lines will probably imrcaise with 
growang interest in the underl\ing controveisies, but 1 do not antici- 
pate that this increase will prove the dreadful thing which some 
imagine. A “class-war’’ w'ould indeed be a calamil)', liut why 
e\[)ect it? Orderly struggle is the time-honored mc'lhod of adjust- 
ing controveisies among a free peojile, and why should we assume 
that it will degenerate into anarchy and violence at just this 
point ? 

It is to be remembered, moreover, that in a society wheic‘ groups 
interlace as much as thev do with us a conflict of class interc-sts is, in 
great degree, not a conlhct c^f persons but rather one of ideas in a 
common social medium— since many persons belong to more than one 
class. The groups are like circles which, instead of staiahiig ajiart, 
interlace with one another so that several of them may pass thiough 
the same individual. Classes become numerous and, so to si)eak, 
impersonal; that is, each one absorbs only a part of the life of the 
individual and does not sufficiently dominate him to mold him to a 
special type. 
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much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
Against this state of things the higher class of artisans- as measured 
by skill, wages, and general intelligence^- have made a partly suc- 
cessful struggle through co-operation in associations which, however, 
include much less than half of those who might be expected to take 
advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism tliey have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are performing 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inlluencing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against accident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship aiid self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one's fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. He gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.” 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class — especially those imported 
from non-democratic civilizations— and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere— the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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as the homestead strikers fought tlic Carnegie Steel Compaii)'; uhile 
miners have d('ported negroes and Cliinese fioin gold camps as 
remorselessly as enraged mine owners deported rebellious strikers. 

“All tliese antagonisms, \ i\ idly present as they are in our society, 
expressive of the judgment of (ili/.ens on their interests, are based 
u[)on a delusion,” say the believers in the Class War. “The warring 
dements are ignorant of the scicaitil'ie basis of capitalist society and 
\\c expect to conx'ince them that in reality every man belongs to one 
of two camps, the camp of the piopei tied or the camp of the [)ioj)eit\ - 
less. We shall unite the j)ro})ert} less into one army, with one com- 
mon purpose, animated by one common imj)ulse, the overthrow of tlu' 
ever-diminishing but poweiful army of capitalists.” 

Such a task must be frauglit with (bTliculties, because, lust, a laigt 
p.irt of our citizens may have interests in the two armies both as 
('\I)loiters and as wa)rk{TS, and s('cond, it is hardly i)ossi])le to \\\\)v 
out the class prejudices dei)ending on race, color, occupation, and 
^cntimcmt. 

It is undeniable that an actual conllict over wages and conditions 
of la])or, a conflict wath trmes and tieatic‘s, but no disarmanumt , is 
being waged bctwec'n em})l<»\ers and emjdoxec's in many standard 
industries. But the o])posite forces indmh' only a fraction of (he 
jieoplc. Of the twamty-four millions engaged in inducliw, but elexen 
millions are capitalists or waige-eai tiers, the remaindei being farmer-, 
tenants, professional, commercial, and agent (lasses. Jxven of these 
Professor John R. Commons c'alculatcs that “not more than six 
million waige-earners and one and a half million employers are in 
actual conflict. Their importance is out of proportion to their 
numbers because they ojx'rate fundamental industries such as rail- 
w'ays and coal mines, and command stratc'gic industrial points, d o 
magnify them into the whole nation and base tlie e.xpectation of a 
lietter social order solely upon the victory of the side numcaicallv 
strongest is to ignore the great jiublic which is beginning to assert its 
right to hold the balance between these two struggling classes. 

B' 

For a class struggle to e.xist in .society there must be, first, a class 
inequality, a superior class and inferior class (as measured by power) 
If between these tw’o clas.scs there be a clear and vital conflict of intei est , 

* Adapted by permission from Jack London, “The Class .Struggle,” hidv- 
pendent, LV (1903), 2603-5 
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much sawdust on a river, sometimes prosperous, sometimes miserable, 
never secure, and living largely under degrading, inhuman conditions 
Against this state of things the higher class of artisans- as measured 
by skill, wages, and general intelligence^- have made a partly suc- 
cessful struggle through co-operation in associations which, however, 
include much less than half of those who might be expected to take 
advantage of them. That they are an effective means of class self- 
assertion is evident from the antagonism tliey have aroused. 

Besides their primary function of group-bargaining, which has 
come to be generally recognized as essential, unions are performing 
a variety of services hardly less important to their members, and 
serviceable to society at large. In the way of inlluencing legislation 
they have probably done more than all other agencies together to 
combat child labor, excessive hours, and other inhuman and degrading 
kinds of work; also to provide for safeguards against accident, foi 
proper sanitation of factories, and the like. In this field their work 
is as much defensive as aggressive, since employing interests, on the 
other side, are constantly influencing legislation and administration to 
their own advantage. 

Their function as spheres of fellowship aiid self-development is 
equally vital and less understood. To have a wc-fecling, to live 
shoulder to shoulder with one's fellows, is the only human life; we 
all need it to keep us from selfishness, sensuality, and despair, and the 
hand-worker needs it even more than the rest of us. He gets from 
it that thrill of broader sentiment, the same in kind that men get in 
fighting for their country; his self is enlarged and enriched and his 
imagination fed with objects comparatively “immense and eternal.” 

Moreover, the life of labor unions and other class associations, 
through the training which it gives in democratic organization and 
discipline, is perhaps the chief guaranty of the healthy political 
development of the hand-working class — especially those imported 
from non-democratic civilizations— and the surest barrier against 
recklessness and disorder. That their members get this training will 
be evident to anyone who studies their working, and it is not apparent 
that they would get it in any other way. Men learn most in acting 
for purposes which they understand and are interested in, and this 
is more certain to be the case with economic aims than with any other. 

The danger of these associations is that which besets human 
nature everywhere— the selfish use of power. It is feared with 
reason that if they have too much their own way they will monopoli/e 
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But the facts of the class struggle are deeper and more significant 
than have so far been presented. A million or so of workmen may 
organize for the pursuit of interests which engender class antagonism 
and strife, and at the same time be unconscious of what is engen- 
dered. But when a million or so of the workmen show unmistakable 
signs of being conscious of their class, of being, in short, “class con- 
scious,” then the situation grows serious. The uncompromising 
and terrible hatred of tlie trade unionist for a scab is the hatred of a 
class for a traitor to that class, while the hatred of a trade unionist 
for the militia is the hatred of a class for a weapon w'ielded by the 
class with which it is lighting. No workman can be true to his class 
and at the same time be a member of the militia— this is the dictum 
of the labor leadens. 

251. AN ILLUSTRATION OF THE EFFECT OF 
ENVIRONMENT* 

Among the main charges brought against the unionist by the 
employer are these: first, that he refuses to recognize Uie generally 
conceded rights of the emiilcyving class; secondly, that he does not 
recognize the sacredness of contract; thirdly, that whih‘ he is 
struggling to obtain higher wages and shorter hours of work, he ])er- 
sistently attempts to reduce the efficiency of labor and the extent of 
the output. Assuming these charges to be substantially coriect, let ns 
in the case of each seek without prejudice to discover the real grounds 
of the laborer’s attitude and action. 

I. The “rights” which the employer claims, and wffiich the 
unionist is supposed to deny, may perhaps be summarily e.xpressed 
in the phrase “ the right of the employer to manage his own business.” 
To tlie employer it is a common-sense jiroposition that his business 
is his own. To him this is not a subject for argument. It is a jilain 
matter of fact, and carries with it the obvious rights of management 
unhampered by the autliority of outside individuals. So unconscious 
and unquestioning indeed is the employer’s acceptance of the exist- 
ing order of things that he has come to regard his business preroga- 
tives in the light of natural rights. It is hard, therefore almost 
impossible in fact— for him to believe that the unionist laborer, when 
he denies these rights, is not the deluded tool of self-seeking and 
unscrupulous leaders. 

'Adapted from R. F. Hoxic, “Tke Trade-Union Point of View,” Journal 
of Political Economy, XV (1907), 345-56. 
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The laborer, like all the rest of us, is the product of heredity and 
environment. That is to say, he is not rational in the sense that his 
response to any given mental stimulus is invariable and is uniform with 
that of all other men. On the contrary, like the rest of us, he is a 
bundle of notions, prejudices, beliefs, unconscious preconceptions and 
postulates, the product of his peculiar heredity and environment 
These unconscious and subconscious psychic elements neccssaril\ 
mix with and color his immediate impressions, and they together 
limit and determine his intellectual activity. What is or has been 
outside his ancestral and personal environment must be either alto- 
gether incomprehensible to him, or else must be conceived as quite like 
or analogous to that which has already been mentally assimilated. He 
cannot comprehend what he has not, or thinks he has not, experienced 

Now it is well known that the environment of the laborer undei 
the modern ca])italistic system Las tended to become predominantly 
one of physical force. He has been practically cut oil from all knowl- 
edge of market and managerial activities. Tlie ideals, motives, and 
cares of property-ownership are becoming foreign to him. More and 
more, in his world, s{)iritual forces are giving way to the apparent 
government and sanction of blind physical causation. In the factor\ 
and the mine, spiritual, ethical, customary, and legal forces and 
authorities aie altogether in the background. 

To the laborer, as the product of this environment, the proprietary 
and managerial claims of the employer tend to become, of necessity, 
simply incomprehensible. The only kind of production which he 
can recognize is the material outcome of physical force— the physical 
good. Value unattached to and incommensurable with the physical 
product or means of production is to him merely an invention of th(' 
cmploc'ing class to cover up unjust appropriation. He knows and 
can know nothing about the capitalized value of managerial ability 
or market connections. To him, then, only the ownership of the 
physical product and the physical means of production is in question, 
and the important point with him is: By what physical force are these 
things made what they are? It is a matter of simple observation 
that the employer exerts no direct or appreciable physical force in 
connection with the productive process. Therefore, in the eyes of 
the laborer, he cannot have any natural rights of proprietorship and 
management based on productive activity. 

In the same way all other grounds on which ownership and 
the managerial rights of the employer are based have become 
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inconclusive to the laborer. Appropriation, gift, inheritance, saving, 
contract, in themselves do not produce any physical elTcct on the 
onlv goods which he can recognize. Therefore they cannot be used 
to prove property in any just or natural sen^e. 'riiey hold in practice 
simply because back of them is the physical foice of the police and 
army established and maintaified by the middle class to protect its 
j)roprietary usurpations. Thus the whole chiim of the emplcner to 
the right to manage his owm business to suit himself has become and 
is becoming in a way incomprehensible to the laborer on grounds of 
natural enuity. At the same time, by virtue of habit and the sam I ion 
of physical force as a productive agent, he scc's himself evcai inoic 
clearly the rightful proprietor of his job and of the products of it. 
.\ll this is the natural and inevitable outcome of the conditions undei 
which he lives and toils. 

Undoubtedly the pictuie drawn Jierc is tc:)o definite in its outlines. 
'The laborer of today is not so comi)let(‘ly under the domination of the 
machine and the machine process as I have assumcal him to be. \\ hat 
1 have assumed to be actualities exist perhaj)s only as more or less 
inanifest tendencies. 

2. The unionist laborer doc's not recognize the sacredness of con- 
tract. This is, if anything, a more seiious charge than the preceding 
one. Is it ])ossible that a man who deliberately and without :in\ 
personal grievance stands ready to repudiate his contract obligation- 
can be accpiitted of moial or int('ll(“c tual inferiority ? Is it possible' 
that he can be called reasonable, and that he desei\es to be dealt 
with in any other way than by denuiKiation or leg.al and [ihvsieal 
obstruction? Is it possible that these arc not projier and elTective 
weapons with which to recall him from his see-ming j)erversity ? 

The employer returns to these questions, unhesitatingly, a 
decided negative. In so doing he meets with the ap])rc)\ail of nun 
generally who arc well to do and ('ducated. To the em])loyer con- 
tract is the obviously neces-.aiy basis for any successful industrial 
activity. Violation of contract is therefore to him, and to those 
socially allied to him, the un])ardonable economic sin. Without 
doubt it is rightly so. The essential business operations involve 
time and the division of labor The benefits of capitalistic produc- 
tion, therefore— without whic h most of us would be reduced to })rimi- 
tive penury — rcciuire that men trust their means in the hands of 
others, and that many men bc^ depended upon to perform certain 
economic tasks and obligations in certain definite ways and at certain 
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times. Indeed, so delicate has become the adjustment of the modci n 
productive enterprise, and so intimately are apj)arently independent 
enterprises related, that the failure of a single individual to perform 
his contract obli^^ation may possibly involve hundreds of others in 
financial ruin and the members of a whole commonwealth in tempo- 
rary economic distress. This, of course, is in itself altogether com- 
monplace. It is stated here merely because it shows why contract 
is and must be considered by the business class as the most sacred 
of all economic obligations. The business man’s attitude toward 
contract is the inevitable outcome of his activity and environment. 
It is not so much a personal virtue with him as an evolutional neces- 
sity. lie cannot sec things otherwise. He is made so by the con- 
ditions of his life. 

As a matter of fact, the laborer is so circumstanced that obligation 
to contract with the employer must appear secondar\' in importance 
to his ol)ligations to fellow-workers. This is not ditlicult to show. 
Ivver since the establishment of the money wage system, the everydav 
e.xperience of the laborer has been teaching him the supreme impor- 
tance of mutuality in his relations with his immediate fellow-workers. 
The money payment, related, not to the phvsical result of his efforts, 
but to its economic importance, has b('en blotting out for him any 
direct con net tion between effort and rcwvard. Experience has taught 
him to look upon his labor as one thing in its effects and another thing 
in its rewmrd. As a thing to be rewarded he has learned to considei 
it a commodity in the market As such he knows that it is paid 
for at competitive rates, and he sees that the sharper the competi- 
tion between himself and his fellows, the lower the rates are likeb 
to be. 

The essential i)oint is that, as a result of the circumstances under 
which he works, the laborer actually does see the best hope for his 
betterment in ruling out competition betwTen himself and his imme- 
diate trade associates, lie does believe that individual underbidding, 
if habitually practiced, must cause the conditions of employment 
to deteriorate and reduce the wage to the starvation limit. From his 
viewpoint underbidding therefore is far more destructive of well- 
being tlian is breach of contract with the employer. Thus scabbing 
becomes his unpardonable sin. Beside his moral duty to stand by his 
fellow- worker against the scab, standing by contract with his employer 
becomes relatively unimportant. To him it seems a case of self- 
preservation on the one hand, against comparatively slight interference 
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vviiji well-being on the other. Pronencss to breach of contract, 
tliercfore, is seen to be a natmal and inevitable outcome of his life 
:ind working conditions. It is a thing to be remedied, if at all, only by 
changing conditions and it is a thing upon which, if we take all cir- 
cumstances into consideration, it is diiTicult to found a charge of moial 
depravity. 

I he fact that the laborer is apt to accompany his contract-breaking 
with acts of brutality docs not invalidate our explanation, and lurd 
not alter the conclusions which we have reached, d'he laborei lannot, 
ot course, put himself in the employer’s place. Therefore the lining 
of stabs is, from his viewpoint, just as indicative of immoialiu as 
from the viewpoint of the cm])Io>er is breach of eontraet hy him 

3. The third charge against the unionist whidi we have undei- 
mken to examine states that while he is struggling for im least* 
of wages he is at the same time attempting to rediue llu‘ i IVk uik \ 
of labor and the amount of the output. In other wools, while 
he is calling upon the emphner for more of the means of lilt*, he 
is doing much to block the efforts of the em])h'\'er to inerea^-e those 
means. 

There is no doubt that this charge is to a great extcml true 
Unions constantly are demanding higher wages and bdtiT (on- 
ditions of employment, coincident with shorter houis, limitation ol 
the numbers of workers, handic api)ing of ma< hine int rodiu l ion, 
and more or less direct restrictions on mdi\idual oul])ui. 'To tlu‘ 
employer, ‘'sanding the bearings” constitutes one of the most 
aggraxaiting features of unionism. It is from his standjioint a jier- 
le(tly clear case against tin* intelligence and right -miiidi dness of tlie 
unionist laborers. He reason^ thus: 'The industrial fuodiat is the 
industrial dividend. This dividend is sliared among llu* productive 
factors according to certain definite laws. Whatever, theiefore, 
ham])ers efheiency, and thus limits or decreases the product, must 
coi rcspondingly limit or diminish the share's. He honestly believes 
that in matters of output the interests of himself and of his laborers 
are identical. Both gain by increased efficiency, however attained, 
both lose by decrease of effort and output. He therefore constantly 
invites the co-operation of his workers in cTforts to sjieed up the 
process and to increase the pioductivc power of his establishment. 
Their refusal to co-operate with him in this dimply astounds him. 
He cannot understand it on economic grounds. He feels that he has 
no choice but to look upon it as the result of stupidity or perversit) . 
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times. Indeed, so delicate has become the adjustment of the modci n 
productive enterprise, and so intimately are apj)arently independent 
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sity. lie cannot sec things otherwise. He is made so by the con- 
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but to its economic importance, has b('en blotting out for him any 
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him to look upon his labor as one thing in its effects and another thing 
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it a commodity in the market As such he knows that it is paid 
for at competitive rates, and he sees that the sharper the competi- 
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The essential i)oint is that, as a result of the circumstances under 
which he works, the laborer actually does see the best hope for his 
betterment in ruling out competition betwTen himself and his imme- 
diate trade associates, lie does believe that individual underbidding, 
if habitually practiced, must cause the conditions of employment 
to deteriorate and reduce the wage to the starvation limit. From his 
viewpoint underbidding therefore is far more destructive of well- 
being tlian is breach of contract with the employer. Thus scabbing 
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(X)X( I^NTRATION 

I. CONCENTRATION OF PRODUCTION 

11. CONCENTRATION OF WEALTH AND INCOME 

III. CONCENTRATION OF PRIVATE CONTROL OF 
INDUSTRIAL ACTIVITIES 


Our study of modern industrialism has shown us an individiial- 
e\clian^c-co-opcrativc-pecu niary-specializcd-intcrde])enden t- 
teclinological-spccukitivc society. It has doul)tIess been evidi-nl 
from the discussion that these adjectives do not so much refer to 
sc'parate and distinct features of our industrial society as they do tc' 
different points of view which may be taken in studying that society. 
One can almost say that each of these adjectives, taken in its broadest 
setose, includes all tlie others. 

lT(3m another point of view, an outstanding feature of our indus- 
trial society is concentiation. The operations of modern industrialism 
and the control of those oi)erati()ns are of magnitudes unknown to 
earlier societies. The term ‘‘concentration” has been adoj)tcd as a 
convenient way of expressing this fact. At its best, the term is a 
vague one. It can be made to include at least live separable, if not 
separate, ideas; (i) concentration of production, generally callefl 
large-scale production, which means large production by a given 
business unit; (2) concentration of population, particularly in cities 
and other industrial districts; (3) concentration of the ownership 
of wealth and income; (4) concentration of private control of indus- 
trial activities; (5) concentration of social control of industrial 
activities. For purposes of convenience in discussion, concentration 
of population is treated as a phase of concentration of production. 
This is, after all, not far removed from the actual situation Con- 
centration of social control of industrial activities is not taken u[) 
for separate discussion. Its essential features are discussed, by 
implication at least, in chapter xv, on “Social Control.” 
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L CONCENTRATION OF PRODUCTION 
A. Problems at Issue 

Large-scale production has increasingly characterized the society 
which is emerging from the Industrial Revolution. This term also 
is somewhat vague. Sometimes it means tliat an individual plant 
(whether manufacturing, agricultural, or commercial) utilizes a 
large amount of aipital (and perhaps of labor and land). In certain 
lines of industry, this tendency is so marked that there has been an 
actual diminution in the number of separate t)lants, although there 
has been a tremendous increase in output. The search for “the si/e 
of ma.ximum efficiency ” in terms of the technical processes of produc- 
tion ex])lains this increase in the size of the plant. Somi times large- 
scale production means that the massing of capital (and perhaps laboi 
and land) has occurred in the form of bringing about a single manage 
inent of several plants of the same kind, each of which may or may 
not have reached the size of maximum efficiency. Some writers 
refer to this as “horizontal combination.” A survey of the economies 
of this type of large-scale production will show that it might ecjually 
well be called “large-scale market administration” or “large-scale 
business administration,” for the increase of size comes primarily 
from economies in marketing and administration rather than from 
economies in technical production. Finally, large-scale production 
may refer to what is known as “integration of industry” or “vertical 
combination,” which unites under one management consecutive 
jirocesses which have formerly been conducted in independent estab- 
lishments. This also might well be termed large-scale market admin- 
istration or large-scale business administration. 

The foregoing paragraph is not desigiu'd to raise problems of 
monopoly control, generally called “the trust problem.” All the 
forms of large-scale j^oduction above mentioned may be in cxistenci' 
without monopoly being present. 

The size of maximum efficiency may accordingly depend upon 
the technique of production, upon the markd and the administration 
of the market, or upon the development of general business adminis- 
tration, and all these factors reach far back into the general social 
environment. There is, therefore, no fi.xcd goal with respect to the 
size of maxin^um efficiency. Indeed, the goal has been, up to the 
present time, a rapidly changing one. Our inquiry into large-scale 
production may accordingly wisely be in terms of tendencies and 
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forces rather than in terms of achieved results. Wliat factors make 
for large-scale enterprise? Wliat limitations exist? Arc the ad- 
vantages or the disadvantages matters afTecting the producer, the 
consumer, or society at large ? 

As Weber points out, the distribution of population is largely 
dependent upon the economic organization of society. It follows that 
the forces which have made for large-scale production ha\ e also made 
for concentration of population. Tdie extent of the coneentration 
which has occurred is rather readily measurable from our various 
censuses. The consequences to our entire social fabric we are but 
beginning to realize. 

QUESTIONS 

1 Distinguish between large production and large scale prodiution 

2 “Modern demand is wholesale, concentrated demand “ Wh.it does 
this mean? Is it true? If true, does it explain modern large-scale 
production ? 

^ “By the discontinuance of jicrsonal contact between producer and 
consumer, handwork as a phase of industry disappears.” Explain 
why this discontinuance should cause handwork to disappear. Why 
has the discontinuance occurred ? 

4 Bucher cites five ways in which the field of handicraft has been 
diminished: (i) supplanting of handwork by similar factory produc- 
tion; (2) curtailment of the department of production falling to 
handicraft through factory or commission business; (3) han«licraft 
loses its independence through being appended to a large business; 
(4) handwork is impoverished by shifting of demand, (5) reduction 
of handwmrk to home and sweat work through handwork becoming 
dc[)endcnt on trade. C’ite illustrations of each of these ways. 

5. “The sweating system is an excei)tion to the general trend of indus- 
trial organization,” Is this true ? If true, what causes have enabled 
this system to hold out against the general trend? 

6 Is it fortunate or unfortunate for {a) the w'orker, {b) soc.iety, that 
handicraft has hugely disajipeared ? 

7. The following have been listed as advantages of large-scale pioduc- 
tion: (a) handling a large mass of goods, (b) purchasing over a wider 
market; (c) securing more competent and experienced buyers, 
{(I) greater probability of regular demand, {e) greater alulity to 
bear the risk of goods left on hand; (/) more ellective adveitising 
of goods; (g) more competent and experienced commercial travelers, 
(//) greater ease of securing high firm reputation, (t) greater variety 
of goods for individual taste,, (j) better utilization of the principle 
of division of labor in the organization of the business; (k) better 
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mechanical equipment; (/) cheaper power; (m) better utilization 
of waste; («) lower charges for transportation; (o) better financial 
arrangements; (p) better managerial ability. 

Co through this list with the idea of judging: (i) whether each 
alleged advantage is a significant one; (2) whether it is an advantage 
to the individual manager or to society; (3) whether monopoly is 
necessary to secure the advantage. 

8. The following are sometimes claimed to be advantages of large-scale 
production: (a) saving of cross-freights; ( 1 )) running plants to full 
capacity; (c) economies in advertising; (d) utilization of by-products, 
(e) saving in expenses of administration; (f) employment of high- 
grade technological cxi)erts and managers; (g) development of foreign 
markets; (/i) use of highly specialized machinery; (i) control of 
patents; (J) maintaining a piivate insurance fund. 

Consider in each case (i) whether the advantage mentioned is obtain- 
able by large-scale production as attained in a single large plant, 

(2) bother it is obtainable by large-scale production as attained by 
unified control of several plants of the same kind in different localities, 

(3) ^\hether it is obtainable through integration of industry, through 
uniting consecutive piocesses, the processes being in different local- 
ities or being all in one place. 

Q Look through the alleged advantages cited in question 8, asking your- 
self whether monopoly must be attained in order to secure these 
advantnges. 

10. Arc laige-scale production and monopoly synonymous? 

11. (live examples of the integration of industry in (^z) mining; (b) manu- 
facturing; (c) selling, 

12. Domestic industry in watchmaking prevailed in Switzerland; con 
tractors or capitalists bought the dilTerent parts separately from the 
families that made them. Does the modern factory produce more ■' 
More watches or more value? More per workman? 

13. Are watches produced by the factory cheaper than those made hy 
hand ? If so, (a) arc they as good ? (b) must the wages of the factory 
workman be lower than those of the domestic workea.? (c) must the 
capital invested be larger? Is it pos^^ible for both labor and capital 
to be more highly rewarded under the factory system than under the 
domestic system ? 

14. Jiwt what is the relation of standardization to large-scale produc- 
tion ? 

15. “Large-scale production permits a great extension of the policy of 
specialization.” Why or wTy not ? 

16. What is the relation of indirect costs to large-scale production? 

17. “Tiansportation has made concentration possible.” Do you agreed 
Has it been the only cause ? “ Communication was the outer vehicle, 
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Commerce the inner soul, which gave the impetus to Central!/, ctl 
Industry.” Is this a more accurate statement ? 
iS. tendency toward uniformity runs through our age eliminating 
the (litTcrences of habits and customs in the vanuus stiata of society ’’ 
What factors have brought about such a tendemy? Are you sure 
the tendency really exists > Should such a tendency be regarded 
a result or a cause of large scale i)toduction? 

10. Is it likely that large factories will ever be devoted to portrait paint 
ing ? (live reasons. 

20 For which of the following articles is large scale prodmtion appio 
priate: handmade shoes; m.ichine'ma<ie shoes, jhwveliy, nails, 
cut glass; orchids; millinery; mow ing ma» luncs ? 

2T What particular advantage has a large store siu h as Marshall Field's 
or Wanamaker’s over a small shop? 

22 Is the mail-order house an illustration of large-scale produdion'^ 
What factors have made the mail-order house possible? Answan 
the same questions for the department store. 

25 Generalizing your answxus to the jircaeding questions, what classes 
of products are likely to be piodined on a laig(‘ scale? 

24. The following list of factois determining the sc ale of production has 
been made: 

a) With le.spect to [)rodui mg or m.inuf.u tui ing: 

1. Material 

2. Labor 

3. Processes 

4. Administration 

h) With respect to marketing: 

1. Extent of market 

2. The product 

3. The character of the demand 

4. Administration, including price policies 

c) With respect to administration: 

1. The entrepreneur and his qualities 

2. The form of organiz.it ion 

3. The adjustments with the rest of society 

d) With respect to certain extern. il factois 

1. Co-operation of business agencies, e g , banking, insur.incc* 

2. Social control 

Can you explain the significance of each item ? 

25 “The economies which give to the large business an advant.igc ovm 
the small business may be divided into two classes: economy of jiro- 
ductive power and economy of competitive power.” F^xplain wh.it 
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mechanical equipment; (/) cheaper power; (m) better utilization 
of waste; («) lower charges for transportation; (o) better financial 
arrangements; (p) better managerial ability. 

Co through this list with the idea of judging: (i) whether each 
alleged advantage is a significant one; (2) whether it is an advantage 
to the individual manager or to society; (3) whether monopoly is 
necessary to secure the advantage. 

8. The following are sometimes claimed to be advantages of large-scale 
production: (a) saving of cross-freights; ( 1 )) running plants to full 
capacity; (c) economies in advertising; (d) utilization of by-products, 
(e) saving in expenses of administration; (f) employment of high- 
grade technological cxi)erts and managers; (g) development of foreign 
markets; (/i) use of highly specialized machinery; (i) control of 
patents; (J) maintaining a piivate insurance fund. 

Consider in each case (i) whether the advantage mentioned is obtain- 
able by large-scale production as attained in a single large plant, 

(2) bother it is obtainable by large-scale production as attained by 
unified control of several plants of the same kind in different localities, 

(3) ^\hether it is obtainable through integration of industry, through 
uniting consecutive piocesses, the processes being in different local- 
ities or being all in one place. 

Q Look through the alleged advantages cited in question 8, asking your- 
self whether monopoly must be attained in order to secure these 
advantnges. 

10. Arc laige-scale production and monopoly synonymous? 

11. (live examples of the integration of industry in (^z) mining; (b) manu- 
facturing; (c) selling, 

12. Domestic industry in watchmaking prevailed in Switzerland; con 
tractors or capitalists bought the dilTerent parts separately from the 
families that made them. Does the modern factory produce more ■' 
More watches or more value? More per workman? 

13. Are watches produced by the factory cheaper than those made hy 
hand ? If so, (a) arc they as good ? (b) must the wages of the factory 
workman be lower than those of the domestic workea.? (c) must the 
capital invested be larger? Is it pos^^ible for both labor and capital 
to be more highly rewarded under the factory system than under the 
domestic system ? 

14. Jiwt what is the relation of standardization to large-scale produc- 
tion ? 

15. “Large-scale production permits a great extension of the policy of 
specialization.” Why or wTy not ? 

16. What is the relation of indirect costs to large-scale production? 

17. “Tiansportation has made concentration possible.” Do you agreed 
Has it been the only cause ? “ Communication was the outer vehicle, 
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to the tottering industrial middle class.” Explain. Are those ways 
likely to be effective ? 

36, ‘‘When people lived largely from the woik they diil in agiiculture, 
there was little need of large cities ” W’hy or \shv not ? 

^7. Why should it be said that the extractive iiulusii are primanh' 
dispersing industries and the distributing and manufacturing indus- 
tries are primarily centrali/ing ? 

38. “The cities that form the best sales markets are tho^e wlu ie tia.le 
routes meet or to\^ard whiih they conveige.” Why? Cue 
instances. 

3Q. “Another class of cities forming good markets is found in t it us wliu h 
are collecting and distributing points m an exceedingly piodintu(‘ 
area.” Cite instances. 

40. In view of the gieat improvement whuh has ocdirred in means of 
communication and transportation, how do you a<o)unt for the fart 
that large cities more than hold llieir own ^ K it to ])e (upIaiiKsl by 
custom, by the gregarious insliiut, by the pi<‘seme of fin.uu iai 
institutions in the large cities, or by othei (amau.'^ 

41. Cities have been classified .is indiistnal iilies .tnd commercial cities 
Ex[)lain the distinction. Arc most cities likely to be both indusiii.il 
and commercial ? 

42. Some commercial cities are distributing centers in that the goods 
actually flow through these cities to the consumers Other cities 
are merely trade or trans.action centers and do not sec the goods in 
which the trading occurs (live cx.imjiles of both ckisses of cities 
What advantages explain the existenc'e of trade or bargaining c emtens 
through which goods arc not actually dist 1 ibutcsl ? 

4V “ITade in manufactured goods continues to ding to thc' olden- dis- 
tributing centers long after it is possible to utilmc' meie tiaiisaclion 
centers and to make direct shipments “ W’hy ? 

4t It is said that distant industries are quite commonly controlled from 
bargaining centers; that this is a natural (onsecpience of capitalism 
What docs this mean ? Is it correct to refer to this as another mani 
festation of concentration ? 

45- “According to one engineer, there are 26 factors to be taken into 
account in selecting a location for a f.actory.” I low long a list can 
you compile? What factors have a bearing on the growth of large 
cities ? 

to WTat advantages would a manufacturer have in settling in a 
large city? What advantages in settling in a small city? in the 
country ? 

47 Make a list of the advantages which a manager will find in locating 
his plant in a satellite city. Make a list of the disadvantages. 
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mechanical equipment; (/) cheaper power; (m) better utilization 
of waste; («) lower charges for transportation; (o) better financial 
arrangements; (p) better managerial ability. 

Co through this list with the idea of judging: (i) whether each 
alleged advantage is a significant one; (2) whether it is an advantage 
to the individual manager or to society; (3) whether monopoly is 
necessary to secure the advantage. 

8. The following are sometimes claimed to be advantages of large-scale 
production: (a) saving of cross-freights; ( 1 )) running plants to full 
capacity; (c) economies in advertising; (d) utilization of by-products, 
(e) saving in expenses of administration; (f) employment of high- 
grade technological cxi)erts and managers; (g) development of foreign 
markets; (/i) use of highly specialized machinery; (i) control of 
patents; (J) maintaining a piivate insurance fund. 

Consider in each case (i) whether the advantage mentioned is obtain- 
able by large-scale production as attained in a single large plant, 

(2) bother it is obtainable by large-scale production as attained by 
unified control of several plants of the same kind in different localities, 

(3) ^\hether it is obtainable through integration of industry, through 
uniting consecutive piocesses, the processes being in different local- 
ities or being all in one place. 

Q Look through the alleged advantages cited in question 8, asking your- 
self whether monopoly must be attained in order to secure these 
advantnges. 

10. Arc laige-scale production and monopoly synonymous? 

11. (live examples of the integration of industry in (^z) mining; (b) manu- 
facturing; (c) selling, 

12. Domestic industry in watchmaking prevailed in Switzerland; con 
tractors or capitalists bought the dilTerent parts separately from the 
families that made them. Does the modern factory produce more ■' 
More watches or more value? More per workman? 

13. Are watches produced by the factory cheaper than those made hy 
hand ? If so, (a) arc they as good ? (b) must the wages of the factory 
workman be lower than those of the domestic workea.? (c) must the 
capital invested be larger? Is it pos^^ible for both labor and capital 
to be more highly rewarded under the factory system than under the 
domestic system ? 

14. Jiwt what is the relation of standardization to large-scale produc- 
tion ? 

15. “Large-scale production permits a great extension of the policy of 
specialization.” Why or wTy not ? 

16. What is the relation of indirect costs to large-scale production? 

17. “Tiansportation has made concentration possible.” Do you agreed 
Has it been the only cause ? “ Communication was the outer vehicle, 
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products. To these are to be added tlie great dcpartiiiental ware- 
houses, export businesses, and co-operative societies, focusing the 
demand of large sections of the population at a few points. This 
demand they are no longer able to satisfy as customers of individual 
craftsmen. 

There comes then as a second consideration the many instances in 
which modern civilization has pro])oundcd such colossal tasks for 
iudnslry that they cannot be accomplished at all with the implements 
and methods of handicraft, although each of them generally requires 
considerable handwork. The manufacture of a locomotive, of a steam 
crane, of a rapid press, the building of a liver bridge or of a warship, 
the equipment of a street railway with rails and rolling slock cannot 
be carried out with mere hand appaiatus and manual labour. 'I'hey 
leciuire immensely powerful mechanical appliances, highly tiainc-d 
(Migineers, and craftsmen of exceedingly vaiical ciualificalions. 

But the demand for industrial labour has been not merely locally 
concentrated and condensed to meet the extensive re(|uiic‘menls of 
production; it has also become more uniform, and therefore moie 
massive. A tendency toivard uniformity runs through our age, elimi- 
nating the differences of habits and customs in the vaiious stiala of 
society. Characteristic peasant costumes have disa])j)earc“d dowrj 
to unimportant survivals; the furnishing of the dwelling, of the 
kitchen, has become, it is true, moie extensive, but likewise moie 
uniform. Even in the smallest home one finds the petroleum lamj), 
the coffee-mill, some enamelled cooking utensils, a j)air of framed 
photcographs. To make the desircal ware accessible to the poorer 
classes, it must be easily and cheaply produced. If an article is 
lifted on the crest of a wave of fashion, tlic demand for it in a chea]) 
form advances even up to the better situated grades of society, and 
thus the outlay for the folly of fashion is made endurable. In this 
evay there arises a large demand for cheap goods for wEose manu- 
facture the earlier type of factory is naturally adapted, llandw'oik 
is for such too expensive, where it remains technically possible it 
must be extremely specialized, and then it necessarily loses the 
ground of custom work from beneath its feet. 

There is finally another consideration to be alluded to, which 
belongs to the sphere of dotnestic economy, d'lic home is being relieved 
more and more of the vestigial elements of production, and is restrict- 
ing itself to the regulation of ^:onsum])ti()n. If our grandparents 
required a sofa, they first had the joiner make the frame, then 
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purchased the leather, the horsehair, and the feathers, and had the 
upholsterer finish the work in the house. The procedure was similar 
for almost every more important piece of work. Today special- 
ized work demanding the whole strength of each individual, fre- 
quently to exhaustion, no longer permits such a participation 
in production. We will and must purchase what we need ready- 
made. We desire to be quickly suj)])lied, and [irefcrably renounce 
idiosyncrasies of personal taste, rather than undertake the risk of 
ordering from different producers. Industry has to adapt itself 
accordingly. 

The same evolutionary process also asserts itself in dejiartments 
where the individual craftsman had been accustomed from time 
immemorial to supply finished icares Here again the modern city 
consumer will no longer trade direelly with him by ordering the single 
piece that he requires. H(‘ is averse to w;iiting, he knows that 
often the work does not turn out as desired, and prefiTS to choose 
and compare before he buys. 

Thus the craftsman (an no longer remain a custom woiker 
even in those departments in whidi t('( hiiitally he is fully able 
to cope with the demands of production He no longer works on 
individual oiders, but exclusively for stock which formerly he did 
only in case of necessity, do reach the consumer he needs the 
intervention of the store. By the discontinuance of })crsonal con- 
tact bctw'een producer and consumer, handw’ork as a phase of indus- 
try disappears. 

Even where modern demand has not yet a[)peared as wholesale 
concentrated demand, or become condensed to meet the necessities 
of production on a grand scale, it is universally well adapted, by 
virtue of its great uniformity and its emaruipation from household 
labour, to localization at a few points. The i)crfected commercial 
machinery of modern times, the low tarilTs for post and telegraph, 
the rapidity and regularity of freight and news transportation, the 
innumerable means of advertising and of making announcements, 
aflord here their mighty assistance. 

Concentrated demand does not permit of satisfaction by scattered 
production. Along with the process of com entration of demand must 
go a process of concentration in the department oj industrial production. 
It is to this that handicraft on every side succumbs. 

But this piocess is very complicated, and it is not altogether easy 
to separate from one another the individual j:>rocesscs of which it is 
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composed. We will nevertheless essay tlie task, choosing the fate of 
handwork as the determining factor in the divisions made by us. 
We tlius arrive at the five following cases: 

1. Supplanting of handwork by similar factory production. 

2. Curtailment of its department of production bv factorv or 
commission. 

3. Incorporation of handwork with the large undertaking 

4. Impoverishment of handveork lyv shifting of demand. 

5. Reduction of handwork by way of the warehouse to home and 
sweatwork. 

Several of these processes often go on sinniltam'oiisly. In our con- 
sideration of the subject, however, we will keej) them as far as jiossible 
apart. 

1. The case in which ccipilalistic production on a large scale 
attacks handicraft along its whole front, in ordt r to c.\pcl il completely 
from its sphere of production^ is com])aiati\('ly r.iric I'rom eailier 
times we may mention weaving, clo( k- and gun-making, and also the 
smaller industries of the |)in-makers, button-makia tooKinii h-^, 
card-makers, hosiers, from recent times hat-making, shoemakmg, 
dyeing, soap manufacture, rope-making, nail- and cull(‘ry-smitlimg, 
comb-making; to a certain extent beer-making and coopi'ring aho 
belong to the list. 

For handicraft the result of such a development varies acconling 
as the factory product, after being worn out, jiermits repair or not. 
In the latter case handicraft disapjiears altoge'ther; in the foimci it 
evolves into a repair trade with or without a sale shop. 'I'he upaiiing 
can become quite superfluous through veiy chea]) jiroduction of new 
waircs, as, for example, with clocks and ^hoes; rej)air wmuld co^t 
more than a new article. 

2. Much more frequently does the second group of evolutionary 
processes make its appearance. Here it is not a question of the 
complete loss of the new manufacture, but merely of the curtailment 
of the department of production falling to handicraft through factory or 
commission business. The causes of thi'- procc^ss may be very diverse. 
While recognizing the impossibility of being exhaustive, we will 
distinguish four of them. 

a) Various handicrafts are fused into a single manufacturing estab- 
lishment: for example, joiners, w-ood-carvers, turners, ujdiolsterers, 
I)ainters, lacquerers into a furnjture factory; wheelwrights, smiths, 
saddlers, glaziers into a carriage manufactory; basket-makers, joiners, 
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wheelwrights, saddlers, smiths, locksmiths, lacquerers into a baby- 
carriage factory. We may mention further all kinds of machine- 
shops, locomotive- and car-works, piano factories, trunk factories, 
billiard-table factories, and also the establishment for the production 
of whole factory plants —distillery, brewery, sugar-refinery, etc. As 
a rule the part of production withdrawn from the individual handicraft 
through such an incorporation forms but a small fragment of its 
previous sphere of work and of its market. If, however, such blood- 
lettings are frequent, as among the turners, saddlers, and locksmiths, 
there finally remains very little, and the handicraft may die of exhaus- 
tion. 

b) Various remunerative articles adapted to wholesale production by 
factory or house industry are withdrawn from handwork. Thus book- 
binding has had to resign almost its whole extensive department of 
production to more than forty kinds of special trades; there remains 
but the individual binding for private customers. Basket-making 
has surrendered the fine wares to homework, baby-carriages and the 
like to factories, and only the coarse willow wicker-wo’-k remains to 
the handicraft. The locksmith has even lost the article, the lock, from 
which he has his name; the brush-maker, the manufacture of paint, 
tooth, and nail brushes. 

c) The factory takes over the primary stages oj production. It 
was precisely the first rough working of the material which demands 
the greatest expenditure of strength, it was exactly this primary 
handling that suggested the api)lication of machinery, while the 
finer and individual shaping of the product in the later states of pro- 
duction tempted the entrepreneur but slightly. In almost all metal 
and wood industries the raw material is now used only in the form of 
half-manufactured wares. The furriers work up skins already pre- 
pared, the smith purchases the finished horseshoe, the glazier ready- 
made window-frames, the brush-maker cut and bored wooden parts 
and prepared bristles, tlie contracting carpenter inlaid flooring cut as 
desired and doors all ready to hang. At first such a loss is generally 
felt by the handicraft concerned as an alleviation rather than an 
injury. But still, in most cases, through such a cutting into the roots 
of handwork, not a few of the master craftsmen become superfluous. 

d) The appeara7ice of new raw materials a7id methods of production 
better adapted for manufacture on a large scale than those previously 
employed in handwork handicaps the latter for a part of this sphere of 
production. We may cite among other instances the appearance of 
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the curved (Vienna) furniture, tlie manufacture of wire nails and its 
influence on nail-smithing, the wire-rope manufacture in opposition to 
the hempen rope, the invasion by gutta pen ha of the consumjUion 
sphere of leather and linen. The enamelled cooking utensil has 
encroached simultaneously upon the manufacture of pottery, tin- 
smithing, and the business of the coi^persmith; and the invention of 
linen for bookbinding in place of leather and j)arehment has smooUied 
the way for wholesale bookbinding by machinery. 

3. We come now to those cases in which handiciafl loses its inde- 
pendence through being appended to a large business. Every more 
extensive undertaking, be it manufaetuiing, tiading, or a general 
commercial establishment, requites for its own business various 
kinds of handwork. As long as such tasks are few' in number, the\ 
are given out to master craftsmen. But if they grow- numetous and 
regular, it becomes advantageous to oiganize a sub-dejiartment for 
them within the walls of the establishment. 

4. Handicraft is impove) ished though shifting of demand, and 
entirely ruined through cessation of demand. Such sliiftings have 
occurred at all epochs — we may recall the use of parchment and 
periwigs — but perhaps never more freciuently than in our own rapidly 
moving times. We will give only a few instances d'he industry 
of tlie pewterer presents an example. The pewter plates and dishes 
that were to be found in almost every house thiough tow’n and 
country have passed out of fashion. In their place have come porce- 
lain and stoneware, and the pewterer’s trade lias thus to all intents 
lost tlie very foundation of its existence. We ma\ recall, also, the 
sliiftings in demand which the great revolutions in the s])herc of 
travel have brought about, and wdiich liave fallen with especial 
severity on the saddler, trunk-maker, and furrier. 

5. In a last group of instances handicraft comes into complete 
dependence on trade; the master becomes a homeworker since his 
products can now reach the consumers only thiough the store, 'khe 
cause of this phenomenon is of double nature: on the one hand, tlie 
high rents of city business sites, which force the master to live and 
pen up his workshop in a garret or a rear house where he is with difh- 
culty found, and where at no time is he sought out by his bcttei 
customers; on the other the inclination of the [luld.ic to buy onl) 
where a larger selection is to be had, and where the merchant i.^ 
“accommodating,” that is, sends^ goods for inspection, takes back, 
if they do not suit, articles like brushes, combs, tine basket-maker’s 
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wheelwrights, saddlers, smiths, locksmiths, lacquerers into a baby- 
carriage factory. We may mention further all kinds of machine- 
shops, locomotive- and car-works, piano factories, trunk factories, 
billiard-table factories, and also the establishment for the production 
of whole factory plants —distillery, brewery, sugar-refinery, etc. As 
a rule the part of production withdrawn from the individual handicraft 
through such an incorporation forms but a small fragment of its 
previous sphere of work and of its market. If, however, such blood- 
lettings are frequent, as among the turners, saddlers, and locksmiths, 
there finally remains very little, and the handicraft may die of exhaus- 
tion. 

b) Various remunerative articles adapted to wholesale production by 
factory or house industry are withdrawn from handwork. Thus book- 
binding has had to resign almost its whole extensive department of 
production to more than forty kinds of special trades; there remains 
but the individual binding for private customers. Basket-making 
has surrendered the fine wares to homework, baby-carriages and the 
like to factories, and only the coarse willow wicker-wo’-k remains to 
the handicraft. The locksmith has even lost the article, the lock, from 
which he has his name; the brush-maker, the manufacture of paint, 
tooth, and nail brushes. 

c) The factory takes over the primary stages oj production. It 
was precisely the first rough working of the material which demands 
the greatest expenditure of strength, it was exactly this primary 
handling that suggested the api)lication of machinery, while the 
finer and individual shaping of the product in the later states of pro- 
duction tempted the entrepreneur but slightly. In almost all metal 
and wood industries the raw material is now used only in the form of 
half-manufactured wares. The furriers work up skins already pre- 
pared, the smith purchases the finished horseshoe, the glazier ready- 
made window-frames, the brush-maker cut and bored wooden parts 
and prepared bristles, tlie contracting carpenter inlaid flooring cut as 
desired and doors all ready to hang. At first such a loss is generally 
felt by the handicraft concerned as an alleviation rather than an 
injury. But still, in most cases, through such a cutting into the roots 
of handwork, not a few of the master craftsmen become superfluous. 

d) The appeara7ice of new raw materials a7id methods of production 
better adapted for manufacture on a large scale than those previously 
employed in handwork handicaps the latter for a part of this sphere of 
production. We may cite among other instances the appearance of 
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to those groups of industries which are better adapted for concentra- 
tion. 
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labor is only possible in the large manufactory, and it is generally 
agreed that such specialization gives increased eflkiency. 
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wheelwrights, saddlers, smiths, locksmiths, lacquerers into a baby- 
carriage factory. We may mention further all kinds of machine- 
shops, locomotive- and car-works, piano factories, trunk factories, 
billiard-table factories, and also the establishment for the production 
of whole factory plants —distillery, brewery, sugar-refinery, etc. As 
a rule the part of production withdrawn from the individual handicraft 
through such an incorporation forms but a small fragment of its 
previous sphere of work and of its market. If, however, such blood- 
lettings are frequent, as among the turners, saddlers, and locksmiths, 
there finally remains very little, and the handicraft may die of exhaus- 
tion. 

b) Various remunerative articles adapted to wholesale production by 
factory or house industry are withdrawn from handwork. Thus book- 
binding has had to resign almost its whole extensive department of 
production to more than forty kinds of special trades; there remains 
but the individual binding for private customers. Basket-making 
has surrendered the fine wares to homework, baby-carriages and the 
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duction tempted the entrepreneur but slightly. In almost all metal 
and wood industries the raw material is now used only in the form of 
half-manufactured wares. The furriers work up skins already pre- 
pared, the smith purchases the finished horseshoe, the glazier ready- 
made window-frames, the brush-maker cut and bored wooden parts 
and prepared bristles, tlie contracting carpenter inlaid flooring cut as 
desired and doors all ready to hang. At first such a loss is generally 
felt by the handicraft concerned as an alleviation rather than an 
injury. But still, in most cases, through such a cutting into the roots 
of handwork, not a few of the master craftsmen become superfluous. 

d) The appeara7ice of new raw materials a7id methods of production 
better adapted for manufacture on a large scale than those previously 
employed in handwork handicaps the latter for a part of this sphere of 
production. We may cite among other instances the appearance of 
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the necessity to pay excessive rates of interest, it must keep a con- 
siderable amount of ready cash on hand to handle its business. A 
very large concern, in which the variations in the demands for the 
.litTcrent products compensate for one another to some extent at least, 
is able to handle its business with a relatively small cash reserve. 

11. Opporlunily for oulcr of abillly.- It may be that a final 
advantage of concentration will be the opportunity for the display of 
ability of the highest order. 

12. Ollier advantages of concentration. Other advantages of con- 
centration are frequently claimed. Among these are: steady em- 
ployment of labor, better wages, better protection against industrial 
accidents, the maintenance of superior quality, etc. These points 
are not here introduced as advantages of concentration, since in 
reference to them there is a marked difference of oi)inion. 

254. CONCEN I'RA'riON IN MARKETING 
A' 

The general opinion is that it is in commerce that the law of con- 
Lc'nliation is most felt. This, however, is simply because it is in com- 
merce, in the form of large stons, that it is most obvious to the general 
public; it is here tliat the complaints of the small shoj)keepers, cruslusl 
by the competition of these colossal entei j)rises, are loudest. 

The economic sui)eriority of the large store is due to the following 
causes: 

I. Economy of labour.— T\\\h fust advantage coiisists mainly in tlu‘ 
powTr whici) the huge store has of pushing the division of labour to its 
highest point by creating as many departments as there are classes of 
goods. But it results also from the mere grouping together of em- 
[doyees. In the small shop, the griviter part of the time is wasted 
There are often hours during wdiii h each seller is unemployed. Take, 
for example, a hundred firms, each employing ten workers. Com- 
bine these into one business, ob\ iously, to turn over the same amount 
as did the hundred houses separately, it will not be necessary to keep 
the thousand emplo}'ees. There w ill be no need of a hundred cashiers 
or a hundred bookkeepers. Each worker, moreover, being now 
able to w'ork without stopping, will be able to do tw^o or three times 
as much as before, and will thus, in himself, take the place of two or 
three workers. 

‘ Taken by permission from Charles Gide, Political Economy, pp. 167-68 
(0 C. Heath & Co., 1913.) 
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The growing region for citrus fruits in the United Suites is to be 
found concentrated in two states, Florida and California, with smaller 
areas in soutlicrn Arizona, Louisiana, and Texas. Even in the two 
banner states citrus-fruit culture is limited to small sections. There 
arc five counties in southern and one in northern California tliat aie 
especially adapted to citrus-fruit growing. In Flori<la, tliree southern 
counties furnish by far the greater part of the crop. It has been 
said that ^‘no other horticultural industry of C(iual extent is so com- 
[)actly located.” 

Although the region of production for cituis fruits is compact and 
limited in extent, no fruit is more ^\i(lely distiibuted as an article of 
consumption. Lemons, oranges, and graj)efruit today find their 
way into practically every town of any imj'xutance in the country, 
rhis is the more remarkable because of tlu'ir highly perishable nature. 
They require the greatest care in cultivation, in picking, handling, 
packing, and shipping in order to re<ich the consumer in good condi- 
tion. For these reasons no other industry presents more difiicult 
problems or requires a more skilful distribution and marketing of the 
crop. 

Before the formation of the California Fruit Growers’ Exchange 
the only way in which the growers of citrus fruits could get their 
products to market was through middlemen. These included brokers, 
comndssion merchants, jobbers, soliciting agents, and local buyers 
But none of them proved satisfactory. In the first place, the 
ex])eiise of selling — tliat is, getting the fruit from the producer to 
the consumer — was too high, amounting to one-half, or more, of 
the price which the consumer paid for it. Such very high costs for 
distribution increased the final price so much as to rerluce demand 

Another difficulty was the distrust in which the producer held 
these middlemen. Against the commission merchants especially 
the producer felt keen resentment. These middlemen acted as agents 
for the producers; that is, the growers of fruit .shipped it to the com- 
mission merchants, who were located in the large market centers. 
These men used their own judgment as to when and how to sell. It 
happened too frequently that the commission merchants sent false 
reports to the producer who sent them the fruit — that it was spoiled 
or tliat market prices were low — and the producer had to accept the 
commission man’s word, since he had no means of checking up 
these reports. Therefore the whole group of middlemen fell under 
suspicion. 
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The most fundamental difficulty, however, was that the producer 
had no means of knowing in what markets there was a scarcity and 
hence high prices, and where there was an oversupply. He shipped 
his fruit without knowing what price it should bring in the market 
to which it was directed. Whatever information he received regard- 
ing the condition of his fruit and market prices was through the 
middlemen. Sometimes he even sold his fruit while still on the tree 
to agents of the commission men. In short, there was no proper 
efTort to adjust demand to supply by cither the middleman or the 
producer. 

The producer never knew how big a crop could be grown profit- 
ably, because he had no way of forecasting what the total demand 
for his fruit might be. There was, moreover, no incentive for the 
middleman to increase the general demand for citrus fruits or to widen 
the market, for he had many other products to sell. As a result, there 
would often be a total crop so large that the market was oversupplied, 
and all the fruit tlicn had to be sold at a price that gave the producer 
no profit. 

Among the producers there was no standard method of grading 
and packing the fruit. Each farmer did as he thought best. There 
was no organization to educate the growers in the best methods of 
cultivation, in the best ways to prune and spray the orchards, nor 
in the need for uniformity in grading and packing the fruit. The 
ijidividual farmer also had to pay high freight charges, because he 
usually shipped only small lots. 

To meet all these various difficulties, a movement was begun in 
the early nineties to organize the producers of citrus fruit into co- 
operative associations. It was the purpose of these associations to 
obtain uniform and good methods in growing and handling the fruit 
and to provide facilities for marketing it. Their aim was to cut out 
the middleman. This was to be accomplished by building up an 
organization of growers to do for themselves what tlie middlemen 
had been doing for them. The result was the California Fruit 
Growers’ Exchange. 

The California Fruit Growers’ Exchange is composed of one 
central exchange, 17 district exchanges, and a large number of local 
producers’ associations. The central exchange on the one hand 
represents the producers and on the other directs the business of 
selling. Through it the growers^ and sellers communicate. The 
sellers receive their orders from the growers and are thus controlled 
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by them. If one will think of a telephone exchange into which lead 
a great many wires and out of which lead a great many more, one 
will be able to see much more clearly tlie services of tlie central 
exchange. 

In charge of the central exchange is a general manager, elected by 
a board of 17 directors. p:ach director represents one of tlie 17 
districts exchanges scattered through orange-growing regions. Each 
district exchange, in its turn, is made up of representatives from 
the local growers’ associations. There are 115 of these local or 
community associations, containing from 40 to 200 members each 
There are now 8,000 producers who are members of the local 
associations. 

Since the growers elect the directors of the district exchange by 
sending one director from each local association, and the district 
e.xchangcs elect directors of the central exchange, who choose the 
manager, it is clear that the growers control the entire organization. 
Besides, each organization— local, di^tiict, and central— is a non- 
profit corporation. They exist merely to transact business for the 
growers and do not require a se{)aiate piofit, which would add to tin* 
price of the fruit. They receive only e\[)enses and the chances for 
profit or loss go back to the groweis. 

The sales organization by means of which the groweis are able 
to send their fruit to market and to s(dl it is, of course, under the 
direction of the central exchange. 1'heic are two general divisions, 
one for marketing oranges and another for lemons. Each of these is 
in charge of a sales manager. The whole country has been divided 
into six territorial divisions, each of which is looked after by a s.des 
manager. The territorial divisions are fuither subdivided into di.s- 
tricts in the charge of managers. The district managers are located 
in the principal cities throughout the country. This co-operative 
selling organization stops with them, since they sell to brokers and 
jobbers in those trade centers. From this point on the fruit passes 
into the regular channels of trade, reaching the consumer through 
reLail stores, fruit stores, fruit stands, or street venders. 

From this survey of the sales organization it is seen that the control 
is centralized in the central exchange. Each sales manager is 
responsible to his superior until the central exchange is reached. 
Thus the manager of the central exchange controls all .smiles managers, 
but he is in turn controlled by tlje growers, so that the control of the 
entire organization is in the growers’ hands. 
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The whole organization is thoroughly democratic in its nature. 
Membership is voluntary. A grower may withdraw from an asso- 
ciation at the end of the year, an association may withdraw from a 
district exchange, and the district exchange may withdraw from the 
central exchange. The grower exercises control over all matters. 
No sale of his fruit is ever made witliout his direct consent. At 
any transfer point along the railroad he may order the car of fruit 
diverted from its original destination to a better market, upon 
the basis of later news received by him through the sales organi- 
zation. The sales manager is thus only tlic agent of the grower, 
can sell only at his command, and his interests are the same as the 
grower’s interest; the higher the j)rice the more i)rosperous they 
all are. 

By means of the daily telegraphic reports which the ceiUral 
exchange receives from its sales managers it knows the price of oranges, 
lemons, and grapefruit in the important markets all over the country. 
This information, sent on to the growcis through the daily bulletins, 
makes it possible for them to adjust the supply to suit conditions 
everywhere. There can be no glut in one market and at the same 
time a shortage at another. In addition, there can be no deception 
by dishonest dealers, for the producer now markets his fruit through 
his own representative, and he is kept fully mformed of market prices 
and changes everywhere. 

For 22 years the California Fruit Growers’ Exchange has carried 
on its work with marked success, especially in the past decade. In 
1916 it handled 67 per cent of the citrus-fruit crop of California 
There are about 40 other co-operative associations and grower-shipper 
associations dealing in citrus fruit. Together these handle about 
85 per cent of the entire crop. 

This system of marketing has greatly reduced the cost of dis 
tributing citrus fruit, has brought about uniform and scietitilic 
methods of grading, and has developed varieties that ri[)en throughout 
the year. It has obtained lower freight rates through enabling grower.^ 
to join together and ship a carload at a time. It has oiTered a better 
fruit to tlie consumer at a lower price than ever before. Thus tlie 
growers, while retaining their independence of will and action, gain 
all the advantages and economies of large-scale distribution. By 
means of centralization in a co-operative exchange they can meet 
the buyers in the market on equaj terms without losing a whit of 
their individuality and independence. 
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255. RELATIVE INCREASE OF CAPITAL AND EMPLOVI-ES IN 
MANUFACTURING* 
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256. THE LIMITS OF CONCENTRATION IN MODERN 
Jil^SINESS* 

How far can wc trace in modern industry a general tendency to the 
formation of larger business-units in which capital plays a relatively 
more important part than labour ? 

‘From Materials for the Study of Elementary Economics, cflited by L. C. 
Marshall, C. VV. Wright, and J. A. Field, p. 170. (The University of Cliicago 
Press, 1913.) 

‘Adapted by permission from J. A. Hobson, The Evolution of Modern Capital- 
ism, pp. 113-40. (The Walter Scott Pnbli.shing Co , Ltd , 1912 ) 
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It is, however, not to manufacture, but to transport industry that 
we must look for the most conspicuous results of (he conccntrativc 
influence of machinery. The substitution of the railroad for the 
])ack-wagon and the stage-coach, of the steamship for the sailing 
\e^scl, exhibits the largest a(l\ancc of modern cai)italism. 

Next to transport the (icpailmcnt of business where the concen- 
(rati\e forces are in strongest and most general operation is finance, 
u->ing that term to cover banking and insurance, stockbroking, bill- 
broking, and money-lending of every kind. 

These monetary businesses foime<l the cradle of modern capital- 
ism; they were the earliest to adopt the form of joint-stock enterprisi*, 
>ind to assume an international area of operation, capital e\])ands in 
ihem out of all relation to labour, and the advantage of a large 
uipital over a small capital is noimallc grcsiter than in any other liusi- 
ncss operation. 

The conccntrativc forces in commerce are less easilv ascertained, 
but, as regards wholesale oj)erations, there can be no doubt that an 
increasing proportion of the distributi\ e busine'-s is passing into the 
hands of large and growing firms ()\'er a consideiable area of whole- 
sale trade the separate mercantile stage has bc'cn eliminated, (‘spei iall> 
where the goods in question are raw materials or unfinished manu- 
factures. Kither the manufacturer purchases his mateiials direct 
from the producers at regular process of contract, or sets up i)r()diKing 
()lants of his owm, as where jam manufacturers own fruit plantations 
or ironw’orks acquire collieries. In man\' other cases the j)roflucer suj)- 
[)lics the retailer direct, as in the case of most patent or i)a( ket goods 
and over a large part of the clothing businesses; or undertakes the 
entire wholesale and retail distribution, as do certain shoe factorii's, 
<ollicries, etc. Most ordinary artides of manufacture are supj)lied 
today directly from the factories to the retailers. W'hcre the whole- 
sale merchant still remains as a distinct distributive stage, he is usually 
either an importer of foreign produce or a collector of foods and other 
perishable home produce. Such businesses partake more and more 
of a speculative character, involving more largely the element of 
credit and becoming in most instances an appanage of finance. For 
successful businesses upon these lines, large capital is essential, 
and while the enormous growlh of the commercial classes in all 
countries attests the mass of business done, this increase is in 
clerks, agents, commercial travellers, etc., not in the number of 
employers. 
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The application of joint-stock enterprise to retail trading goes on 
apace. Gigantic stores, tending to become “universal providers,” 
like Whitley’s and Barker’s, or covering a wide area of wants, like 
Maple’s or Spiers & Pond, spring up in the large cities, taking an 
increasing proportion of retail business. Other companies, more 
specialised, extend their business through numerous branches, as in the 
grocery and provision trades, milk, restaurants, fish and game trades. 
In some of these cases the retail companies strengthen themselves 
by entering the productive processes of farming and manufacture, 
more frequently the manufacturers themselves acquire retail stores 
or operate through “tied” shops, as in the shoe, jewellery, and 
to])a( CO trades. 

All general measurements of the concentrative forces of capitalism 
as applied to agriculture are extremely difficult to compass. In such 
countries, however, as the United States, where agricultural machinery 
has been very fully applied, it is clearly established that the size and 
value of farms increase in those departments of agriculture where 
machinery can be most largely utilised, and that the capital value of 
these farms as well as the value of the product increases more rapidly 
than the increase of labour em[)loyed upon them. But while this 
concentrative force of machinery has been so strong in certain kinds 
of agriculture as to raise the average size of the farm as a unit of value 
and of t)r()ductivity, it by no means follows that small farming every- 
where tends to disappear. 

Ivxcept in a few instances, merely mechanical economy does not 
go very far toward exj)laining the larger development of the “busi- 
ness.” Upon this mechanical economy is superimposed a series of 
other industrial, commercial, and financial economies favourable to the 
big business. Where and in proportion as these are operative we find a 
number of technically complete plants or establishments fastened by 
a common control and ownership, and worked as a single business. 

The economics which give to the large business an advantage over 
the small business may be divided into two classes — economies of 
productive power and economies of competitive power. 

In considering the physical and economic limitations to the 
eflective application of machinery we have already indicated certain 
economics of the small business. 

I. Where the nature of the raw material or of the process of 
handling it is incalculably and gtieatly irregular, this irregularity 
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renders the full application of machinery and routine labour impos- 
sible. The kind or degree of this irregularity may be such as to make 
success in the business dependent so largely upon llie skill, genius, 
character of the operator, or upon chance, as to preclude tlie use of 
machinery or of any sort of “routine” economy. 

The largest application of this])riiKiple is, of course, in agriculture. 
.Small farms tend to survive in proportion to (a) the irregulaiity of soil, 
seed, climate, etc., and the consef{uent amount of dot. died care and skill 
involved in the agricultural processes; (M the absolute market value 
of the products, vegetable or animal, raised under such conditions. 

2. When the individuality of the consumer impresses itself 
upon an industry through demand for the s.ilisfac tion of ])arti(ular 
needs, an “art” economy is substituted for a “routine” or “ma( bine” 
economy. It is this force whiih, in large nuMsuie, gives importance 
to differences of materials, and evokes skill in dealing with them. 
Hut even where complete standardisation or regularity of materials 
e.xists, the demand of consumers for goods exactly accommodated 
to their individual fit or fancy involves skilled workmanship, and 
prohibits the use of machinery or routine method. 'I'liis does not 
necessarily imply the execution of such orders by small businesses. A 
large pottery company often emi)loys a numlcer of designers and 
skilled craftsmen in order to stimulate and supply the more relmed 
demands of high-grade customers, just as a large firm of tailors or 
drapers may keep a special order department and a “fancy goods 
department. But where the skill of some final ])rocess of production 
forms the chief element of use and of cost in a commodity, and espe- 
cially when this output of skill apjiroaches the nature of close jicrsonal 
service, the small unit of business is apt to survive. 

Though the standardisation of machinery releases much work of 
repair from dependence on skillccl engineers and smitlis, while many 
large businesses keep repairing shojis of their own, this essentially 
irregular work forms the basis of many small inde[)endent workshojis 
in large manufacturing centers Though the building and j)rinling 
trades are in the main large capitalist undertakings, jobbing builders, 
carpenters, plumbers, and printers exist in considerable numbers for 
special and emergency work. 

In retail trade, as we have seen, the survival of the personal rela- 
tion with “customers,” the adhesion of some final pioductive jirocess 
to the art of retail distribution,^ sometimes the importance of mere 
proximity, enable the small storekeeper to hold his own. 
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It is natural that the productive energy which functions for the 
production and distribution of material and immaterial wealth in the 
professions, the finer arts, and in the recreative and personal services, 
should be least amenable to the conccntrative forces of capitalism. 

From these genuine economic survivals of the small business unit 
must be distinguished the numerous forms of small sweatshop and 
sweating home industry which are found everywhere in the industrial 
lowlands. The characteristic of such small sweating businesses is the 
production of low-grade routine goods by subdivided labour under 
conditions of low wages, low rent, and evasion of sanitary and other 
industrial restrictions which make this mode of production cheaper 
than production in a factory by machinery or by properly accommo- 
dated and protected hand labour. 

It may then be concluded: 

1. That an increasing proportion of the aggregate wealth (goods 
and services) in modern communities is produced in large and expand- 
ing businesses. 

2. That this concentrative tendency is particularly operative in the 
making and carrying of the goods which constitute the necessaries 
and prime conveniences of life of the people. 

3. That in the aggregate production of wealth capital plays a 
part of increasing importance as compared with labour. 

4. 'Fhat the increasing importance of capital is greatest in the 
production of the most fundamental and essential forms of material 
wealth. 

5. That it is probable that an increasing proportion of the number 
of persons employed is employed in large or expanding business-forms, 
though the concentrative forces are less powerful in the case of labour 
than in the case of capital. 

But wliile a larger number of processes and industries are con- 
stantly brought under the operation of the concentrative forces which 
make for large business-units, there is no reason to regard the economy 
of large-scale production as unlimited in any branch of production or 
transport. 

The final limits of this growth are described by a recent economist 
as functions of: (i) the internal complexity of arrangements; (2) the 
importance of quality in the output; (3) the e.xpensiveness of the 
machinery used; (4) external relations depending on the nature of 
the markets touched; (5) stability^ in the demand for the output; 
(6) the stationary character of the industry in relation to methods or 
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otherwise; (7) the extent of the economies to be secured by producing 
on a large scale. 

If, however, we examine more closely the limits upon the economy 
of large-scale business thus indicated, we ‘^hall perceive that they 
ultimately rest uj)on a law of diminishing returns, a])plied, not to 
the mechanics, but to the administiation of business. The only sub- 
stantial limit to the growth of a business, from the stand])oint of 
economy of supply, has reference to the apjdication of administrative 
power; in other words, of the factors that constitute the business 
unit, ability of control and management must be regarded as a con- 
stant factor. The chief cause of the survival of small forms of l)iisiness 
in many highly skilled trades was found to be the necessity of dirc'ct 
detailed attention on the part of a res]x)nsible interested workman or 
employer. Any expansion of the business, implying delegation of 
this control and adoption of routine methods, would react injuiiously 
upon the quality of the work. When the industry is highly suscep- 
tible of routine methods this economy of “the master's eye” is rela- 
tively unimportant; the managing abilit\ is l)est occuided in the more 
general acts of organisation and control, a dis( retionary power of 
detailed management being delegatc'd to de])art mental managers, 
overseers, and inspectors. But there must alwaus be some limit to 
the economy of the managing or directing mind, vvvry expansion 
brings larger intricacy, and the machinery of a<lmini^tral ion becomes 
more cumbersome, involving larger w'aste from imperfect co- 
ordination, dislocation, friction, and other disturbances. 

When the financial economy of modern business introduces 
more division of labour into the administration, dividing the interest, 
responsibility, and control among a number of directors, a managing 
director and a number of .salaried olTicers, difficulties of policy and of 
close co-ordination are apt so to increase as to outwxdgh the advan- 
tages of substituting many administrative minds for one. I’hc well- 
recognised failure of joint-stex'k companies to compete successfully 
with private firms in some classes of business is a clccar testimony to 
the limits of this economy. 

The real limits to concentration of capital and labour in single 
businesses, as distinct from single plants, are not to any large 
extent considerations of technical production, but of administration 
and of market. For this reason a larger proportion of the highest 
intellect engaged in business life is being directed to experiment and 
invention of administrative methods, including business organisation 
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and finance, with the double object of effecting large economies of 
supply-cost and of so monopolising in controlling markets as to pre- 
vent these gains passing to the consumer by competition of producers 

257 . THE SWEATING SYSTEM* 

In contrast with the growth of large establishments, which is 
conspicuous a feature of recent economic development, it must be 
observed that in certain industries the small shop retains its hold. 
One phase of this remarkable exception to the general trend of indus- 
trial organization is found in the so-called sweating system in the 
manufacture of clothing, where, in certain divisions of the trade, the 
larger establishments have been driven out of business by smaller 
establishments. This supremacy of the smaller establishments is 
closely connected with the fact that in them are found the worst con- 
ditions of labor— low wages, long hours, and oppressive methods of 
[)ayment. 

'rhe sweating system in the clothing trade, from the standpoint ol 
organization of industry, consists in the separation of the manufactur- 
ing from the marketing of the product. The wholesale clothing 
manufacturer is really a wholesale merchant, and the manufacturing 
proper is conducted by independent contractors in their own small 
establishments. On the manufacturer’s side there is an advantage 
in the small establishment. One reason why the small establishment 
survives is the wide variety of garments manufactured. Ready- 
made clothing of all styles and grades is now produced in factories 
for men, women, and children. Hence there is an economy if each 
establishment .specializes on certain lines, and it is usually the case 
that one contractor devotes his entire attention to a certain grade of 
coats, another to a certain grade of vests, and so on. The facts, too, 
that the business depends on the season, that the capital invested 
must lie idle during several months of the year, and that the factory 
must usually be located in a large city, where rents are very high, 
make it to the advantage of the merchant to throw the expenses of 
these items upon the contractor. Such articles as overalls, army 
clothing, and cheaper garments can be made on a large scale in suc- 
cessful competition with the smaller shops, but the smaller shops hold 
their own in the greater portion of clothing manufacture. 

The principal rea.son, however, for the existence of the small 
shop is the oversupply of cheap labor, brought about through immi- 

‘ Adapted from Final Report of the Industrial Commission, 1902, XIX, 740-42. 
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^ration, and the pressure of this class of laborers to find employment 
under whatever conditions may be imposed. This class of labor 
can best be secured through the personal interest of a contractor 
rather than that of a foreman. The contractor lives in the neighbor- 
hood of the immigrants, is familiar with their languages, and is able 
to secure them in times of business activity. His solicitations arc 
more personal than those of large em})loycrs. 

On account of these conditions, llie manufacturers, instead of 
employing foremen to su])ervise tlie manufacture of their garments, 
give their work out to contractors. The contractors, recjuiiing but 
little capital, spring up in large numbers, and their com])etition with 
one another drives the contract ])ricc to the lowest possible limit. 

Originally the sweating system was a system of working at home, 
whither the tailor wdth his family and a few^ h(‘li)ers carried the goods 
which they were to prepare for the mertlianl. d'lie home W'oik or 
tenement-house work of former years h<is largely dis.ippeared, espe- 
cially for the manufacture of ready-made garments, owing particularly 
to legislation directed against it in the years following the inlliix 
of immigrants fifteen years and more ago. At the same time, also, 
the progress of the industry lias demonstrated the greater economy 
of separate shops, where a larger number can be employed upon the 
same garment, wdth a more minute division of labor, ddicse small 
sln ps liavc taken the place of the tenements in the manufacture of 
the bulk of ready-made clotliing. Many of them are in the rear of 
tenements and sometimes in portions of tenements, though not in the 
living-rooms. There is, however, one remnant of the original home 
work which still largely clings to the tenement, namely, the so-called 
“finishing” on coats and trousers, and also certain kinds of light 
work by which the women of the house earn “pin money.” While 
the greater portion of the w'ork on ready-made clothing has been 
taken out of the tenement house, yet, since the “finishing” of the 
garments is still largely done at home, it is evident that, as far as con- 
tagious and infectious diseases are concerned, tenement-house work is 
fully as dangerous to the public as it was in earlier days. 

258. DOES LARGE-SCALE PRODUCTION MEAN MONOPOLY?* 

Attention may now be directed to the reasons for this belief in the 
tendency of large-scale production to pass over into monopoly, and 

* Adapted by permission from C. J. Bullock, “Trust Literature: A Survey and 
a Criticism,” Quarterly Journal of Eednomtes, XV (1900-1901), 190-2 10. 
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to the criticisms which such views evoke from writers who deny the 
existence of such a tendency. In favor of this proposition three 
general lines of argument may be distinguished: (a) the contention 
that a consolidated enterprise possesses advantages over independent 
companies in producing and marketing its goods; {b) the claim that 
mere mass of capital confers powers of destructive warfare so great 
as to deter possible competitors from entering tlie field; (c) the belief 
that modern competition between large rival establishments, repre- 
senting heavy investments of fixed capital, is injurious to the public, 
ruinous to the producers, and in its final outcome self-destructive. 

First in this list is the contention that a consolidated concern 
is a more efficient agent of production and exchange. It is claimed 
that a combination can elTect a saving in no less tlian twenty different 
directions; and the economy arising from such sources is declared to 
be great enough to give the tru^t a control over the market based 
solely upon superior efficiency, and to make competition “hopeless.” 
We can discuss only some of the more important savings that trusts 
are believed to realize. Of the twenty specific economies that have 
been enumerated, we shall take no notice of five which may be con- 
sidered either doubtful or of minor importance.* Six others will be 
relegated to a footnote, since it may be denied emphatically that they 
represent any subsUintial advantages which large independent com- 
panies cannot secure.^ Thr(‘c more may be .set aside for incidental 

’Thc.se alleged advantages are (i) combinations will prevent adulteration 
and improve products; (2) they v ill reduce losses from unwise extension of credits, 
(3) they will not sulTcr from stoppage of work by accidents in any one locality, 
or by labor troubles, (4) they need to carry smaller stocks of goods to meet demands 
of the market, (5) they m.ay eliminate needless middlemen, 

* These six items illustrate the necessity of discriminating sharply between 
large-scale production and monopoly, (i) It is said that combinations can 
specialize the machinery of the separate plants, thus saving the loss resulting from 
changing from one kind of work to another. But large independent concerns 
have often done the same thing. (2) Combinations can push trade in foreign 
markets. But large independent companies have been equally successful, or 
almost so. This claim provokes a smile from a Minneapolis miller. Such con- 
cerns as the Baldwin Locomotive Company deny that combination is necessary 
for this purpose. Rivals of the Standard Oil Company are now following the 
trust into European markets. The Industrial Commission concluded that foreign 
trade docs not need a monopoly. (3) Trusts can conduct auxiliary or subsidiary 
industries. So do many independent enterprises. (4) Trusts utilize by-products 
So do large independent establishments, while small establishments sometimes 
co-operate for this purpose. (5) Trusts can employ chemists, inventors, and other 
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discussion,* in connection with the views of those who deny the 
tendency to monopoly. Of tlie remaindiT, three items relate to 
advantages in the manufacture and tliree to eccuiomies in the 
exchange of products. 

With res])ect to advantages in the manufacture of prorlucts it is 
claimed that t^ust^, by Idling orders from the nearest plant, can 
effect a great saving in cioss-freights. When the monopolized 
product is of a bulky sort, the industry is already localized pretty 
thoroughly before combination takes place, and, since most of the 
former independent establishments weie prodiaing chiefly for their 
natural local constituencies, the tru^t can save little in cross-freights 
When, however, the product is light, transp()rt<ition charges become 
a matter of small moment. In either case the room for saving in 
cross-freights is not nearly as large as has been represented, while 
often it does not exist. 

Then it is urged that a trust can draw upon all the patented 
devices of the constituent companies, and emjiloy only those that are 
most efiicient. But advantages accruing from this fact will in most 
cases prove to be of a tempoiary nature, as trusts that have tried to 
base a monopoly ujxin the control of all available patents have learned 
in the past and wall learn in the future. Moreover a simple reform 
in our patent laws will make the best processes available for all pro 
ducers at any time that the public finds such a measure to be neces- 
sary for protection against monopoly. Here then we find no natural 
law working resistlessly toward combination, but a man-made device 
which can be regulated as public policy may dictate. 

Again, we are told that a trust can f)roduce more chea[)ly than 
separate concerns, beaiuse all the plants utilized can be run at their 
full capacity; whereas, under competition, many establishments 
can be kept in operation but a pirt of the time. Two observa- 
tions may be made concerning this claim. First, the extent of the 
economies thus realized in grossly e.xaggcrated. In general, it may 
be denied that, whenever governmenLil interference has not produced 

experts to improve methods For years this has been done by many large com- 
panies not in combinations. (6) d'rusts can insure their own plants But inde- 
pendent concerns may co-operate in establishing factory insurance companies, 
and secure the lowest possible rates, as some of our textile trades have done. 

‘ These three advantages are- (i) combinations can si>ecia!izc skill in manage- 
ment; (2) they can compare methods and costs of production in different plants 
(3) fi.xcd charges decrease as the size of the enterprise increases. 
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to the criticisms which such views evoke from writers who deny the 
existence of such a tendency. In favor of this proposition three 
general lines of argument may be distinguished: (a) the contention 
that a consolidated enterprise possesses advantages over independent 
companies in producing and marketing its goods; {b) the claim that 
mere mass of capital confers powers of destructive warfare so great 
as to deter possible competitors from entering tlie field; (c) the belief 
that modern competition between large rival establishments, repre- 
senting heavy investments of fixed capital, is injurious to the public, 
ruinous to the producers, and in its final outcome self-destructive. 

First in this list is the contention that a consolidated concern 
is a more efficient agent of production and exchange. It is claimed 
that a combination can elTect a saving in no less tlian twenty different 
directions; and the economy arising from such sources is declared to 
be great enough to give the tru^t a control over the market based 
solely upon superior efficiency, and to make competition “hopeless.” 
We can discuss only some of the more important savings that trusts 
are believed to realize. Of the twenty specific economies that have 
been enumerated, we shall take no notice of five which may be con- 
sidered either doubtful or of minor importance.* Six others will be 
relegated to a footnote, since it may be denied emphatically that they 
represent any subsUintial advantages which large independent com- 
panies cannot secure.^ Thr(‘c more may be .set aside for incidental 

’Thc.se alleged advantages are (i) combinations will prevent adulteration 
and improve products; (2) they v ill reduce losses from unwise extension of credits, 
(3) they will not sulTcr from stoppage of work by accidents in any one locality, 
or by labor troubles, (4) they need to carry smaller stocks of goods to meet demands 
of the market, (5) they m.ay eliminate needless middlemen, 

* These six items illustrate the necessity of discriminating sharply between 
large-scale production and monopoly, (i) It is said that combinations can 
specialize the machinery of the separate plants, thus saving the loss resulting from 
changing from one kind of work to another. But large independent concerns 
have often done the same thing. (2) Combinations can push trade in foreign 
markets. But large independent companies have been equally successful, or 
almost so. This claim provokes a smile from a Minneapolis miller. Such con- 
cerns as the Baldwin Locomotive Company deny that combination is necessary 
for this purpose. Rivals of the Standard Oil Company are now following the 
trust into European markets. The Industrial Commission concluded that foreign 
trade docs not need a monopoly. (3) Trusts can conduct auxiliary or subsidiary 
industries. So do many independent enterprises. (4) Trusts utilize by-products 
So do large independent establishments, while small establishments sometimes 
co-operate for this purpose. (5) Trusts can employ chemists, inventors, and other 
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competitive rate. It is said that a large combination can lower prices 
below the cost of production in any locality whore a small rival con- 
cern is established, thus driving it out of tlie lield. If on the other 
hand a large rival company attempts to compote in all marhots, this 
will mean an investment of aii)ital in excess of the needs of trade, 
\sith a consequent depression of business and loss to all concerned. 
Without doubt the destructive competition waged by combinations 
is an important consideration, and it may well enough reinforce 
monopoly where otlier attendant circumstances favor consolidation. 
But a monopoly based solely upon tliis j)o\\er would Ix', confesse<lly, 
a temporary affair; for i)robably no one would claim tliat all cqn- 
talists would be intimidated permanently by such ciicumstances. 
This argument therefore may be used ])roperly enough to stiengthen 
the conclusions drawn from the alleged economies in production; but 
it docs not of itself establish the existence of a permanent tendency 
to monopoly. 

It should not be forgotten, furthermore, that this argument 
depends u])on the fact that combinations at present are allowed to 
employ the w'capons of disci iminatmg j)rices and other tactics, whic h 
violate everyone’s sense of fair play although they may be dilhcult 
to sui)j)ress. 

'rhe final reason for the belief that comlhnations must ultimately 
prevail is found in the character of modem competition in those 
industries which recjuire heavy investments of tixed capital. Under 
such conditions the difliculty of withdrawing spec i.di/cd investments 
and the lo.s.ses tliat are entailed by a susjiension of production make 
competition so intense that prices may be forced far below a jirolit- 
able level without decreasing the output, and industri.d depression 
inevitably follows. For such constant lluctuations m jirices, combi- 
nation is considered the natural and inevitable remedy. Some 
writers allege, furthermore, that it “is not [)os-.ible to have competi- 
tion witliout competitors, and, if there be competitors, one must 
prevail,” so that monopoly “is the inevitable fruit of com])etition ” 

Competition cannot be proved a failure until it is given a trial. 
The evils from which many economists would seek refuge in industiial 
combinations are greatly increased by unwise laws which have now 
outlived any usefulness that originally they may have possessed. 
It unJiealthful conditions produced by our own interference with the 
course of business are ever removed, competition will probably develop 
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no evils which could not be borne, as vastly preferable to monopoly, 
public or private. Indeed, even as things are, the shortcomings 
of the competitive system are exaggerated; and attempted monopoly 
is more likely in the end to increase, rather than mitigate, those 
periodic fiuctuations from which industry suffers. 


See also 279. Some Advantages of Concentration. 

C. The Modern Industrial and Commercial City 
259. THE FACTS CONCERNING THE GROWTH OF CITIES 
A* 

The United States has seen a constantly increasing proportion of 
urban as compared with rural poj)iilation. This is due partly to 
the fact that even with the same rate of growth in urban and rural 
communities, there would be an increasing proportion of urban 
population. Were there no movemejit from country to city, no 
disturbijig elTect from international migration, and no difference 
between urban and rural communities with respect to the natural 
increase from excess of births over deaths, there would still be, in a 
growing population, a constant {passage of certain communities from 
the rural to the urban class. The smaller towns, maintaining a 
rate of growth uniform with that of the country as a whole, would 
one by one pass the limit of 2,500 inhabitants fixed for the urban 
population, and thus the projiortion of urban po})ulation would 
increase gradually from census to census. As a matter of fact, how- 
ever, in the United .States the urban communities ha\’e a much higher 
rate of giowth than the rural communities, and the rapid increase in 
the proportion of urban population is due largely to the difference 
in the rate of growth. 

The various censuses since 1790 have not been taken on a uniform 
basis with rcs})cct to the proportion between urban and rural popula- 
tion, but the following tables furnish clear evidence of the more rapid 
growth of urban population. 

It is a familiar fact that, in some cases, the municipal boundaries 
give only an inadequate idea of tlie population grouped about one 

‘ Adapted from Thirlccnlh Census of the United Stales^ iQio, I, 53-54 

• Adapted from Thirteenth Census of the United States, 1910, I, 73-75. 
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urban center, and as regards the large cities in very few cases do these 
l>oundaries exactly define the urban area. In the case of many cities 
there are suburban districts with .1 dense population outside tlie city 
limits, which, from many standpoiiUs, are as truly a part of the city 
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TAHLK II 
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as the districts which are under the municipal government. These 
suburbs are bound to the cities by a network of transportation lines. 
Many of the residents in the suburbs have their business or employ- 
ment in the city, and, to a certain extent, persons who reside in the 
city are employed in the suburbs. 
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no evils which could not be borne, as vastly preferable to monopoly, 
public or private. Indeed, even as things are, the shortcomings 
of the competitive system are exaggerated; and attempted monopoly 
is more likely in the end to increase, rather than mitigate, those 
periodic fiuctuations from which industry suffers. 


See also 279. Some Advantages of Concentration. 

C. The Modern Industrial and Commercial City 
259. THE FACTS CONCERNING THE GROWTH OF CITIES 
A* 

The United States has seen a constantly increasing proportion of 
urban as compared with rural poj)iilation. This is due partly to 
the fact that even with the same rate of growth in urban and rural 
communities, there would be an increasing proportion of urban 
population. Were there no movemejit from country to city, no 
disturbijig elTect from international migration, and no difference 
between urban and rural communities with respect to the natural 
increase from excess of births over deaths, there would still be, in a 
growing population, a constant {passage of certain communities from 
the rural to the urban class. The smaller towns, maintaining a 
rate of growth uniform with that of the country as a whole, would 
one by one pass the limit of 2,500 inhabitants fixed for the urban 
population, and thus the projiortion of urban po})ulation would 
increase gradually from census to census. As a matter of fact, how- 
ever, in the United .States the urban communities ha\’e a much higher 
rate of giowth than the rural communities, and the rapid increase in 
the proportion of urban population is due largely to the difference 
in the rate of growth. 

The various censuses since 1790 have not been taken on a uniform 
basis with rcs})cct to the proportion between urban and rural popula- 
tion, but the following tables furnish clear evidence of the more rapid 
growth of urban population. 

It is a familiar fact that, in some cases, the municipal boundaries 
give only an inadequate idea of tlie population grouped about one 

‘ Adapted from Thirlccnlh Census of the United Stales^ iQio, I, 53-54 

• Adapted from Thirteenth Census of the United States, 1910, I, 73-75. 



The census of iqto made a computation concerning; so-called 
metropolitan districts in the Tnited States, 'riiese di.striets were 
twenty-five in number, made up of New York, Ciiiea^o, Philadelphia, 
Boston, Pittsburgh, St Loui^, San k ranciseo-Oaklaiid, Baltimore, 
New Orleans, Kansas Citv (Missouii and Kansas), Louisville, 
Rochester, Seattle, Ijidianapohs, Deiner, Poilland (Oregon), Cleve- 
land, Cincinnati, Minneapohs-St. Paul, Detroit, BulTalo, Los Angeles, 
Milwaukee, Providejice, and Wasliinglon A metroi)olilan district 
was for this computation made iij) of cities ha\ mg within tlu'ir own 
boundaries 200,000 inhabitants or more, plus those sea lions and 
adjacent territory within ten miles of the city boundary which might 
properly be considered as urban in char.icter that is to sav, which 
had a density of population of not les^ than 150 jier .scpiaie milc‘ 

The following table shows the e\tcmt to which our population in 
Kjoo and 1910 was cliistcaiMl m these nutiopohtan districts and it 
also shows that the rate of increase in jiopulation in these districts 
was greater outside the central cities than it w,is in the cities thcMu- 
selves. 


Dis TRU r 

I'oiM 1 

1910 

\ rio'^ 

1 1 000 

I’fu C'h n r 01 

1 N( 10 Ash 
l9'>o 1 yi 

dotal for 25 metropolitan 
districts 

22,oSS 

16, ^22,800 

35 3 

In i entral cities (28 citii s) 

17 , 0 ( 1 ( 1,(104 

I 2,8 n, ^01 

31 2 

Outside central cities ... 

4,(;88,42 7 


43 0 


It will be noted that two cities of more than 200,000 inhabitants, 
Newark and Jersey City, did not appear in the list of metrojiolitan 
districts. They are included within the metropolitan district of 
New York. 

C' 

One of the conclusions derivaal from the statistics of urban growth 
is that the process of concentration of population is centralizing in 
its tendencies; that is, the large cities arc growing more rapidly than 
the small cities and absorbing the great bulk of the urban increase. 

The ancient world was accjuainted with great cities whose mag- 
nificence and wickedness do not yield to modern capitals. There are 
no accurate figures concerning the population of Thebes, Memphis, 

* Adapted by permission from A. L. Weber, “The Growth of Cilies,” Columbia 
University Studies in History, Economks, and Public Law, XI (iSqq), 446-51. 
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Babylon, Nineveh, Susa, and Egbatana; but the fact that the Greeks 
spoke of them with wonder argues their magnitude. For the Greeks 
themselves had several cities exceeding 100,000 in population. In 
the fifth century, both Athens and Syracuse cerUiinly surpassed this 
figure, and Syracuse had not then touched the zenith of her power. 
Carthage probably reached the figure of 700,000. At the beginning 
of the Christian era, Alexandria contained 500,000, possibly 700,000, 
inhabitants, and a considerable number of Roman cities reached the 
100,000 class; but all of them, with the exception of Rome herself, 
were outside of Italy. Rome’s poiiulation was 600,000 800,000, 
certainly not over 1,000,000; and during the first three centuries 
of the present era it fluctuated about the number 500,000. After 
Rome’s decay, Constantinople was the only European city whose 
population exceeded 100,000; but ConhUntino[)le in the early Middle 
Ages was overshadowed by Bagdad and rivaled by Damascus anrl 
Cairo. The modern period was well begun (1600) before Paris 
wrested the first place from Constantinople, only to be overtaken 
and passed by London before the end of the seventeenth century. 

At the beginning of the sixteenth century Europe had six or seven 
cities of the ioo,ooo-f class; at its end some 15-14. This century 
was the period of commercial expansion and New World conquests. 

The seventeenth century was the period of the civil and religious 
wars. The great cities did not increase in number, Vienna and Madrid 
merely taking the place of Antwerp and Messina, which dropped out 
of the class. But their population increased about 40 per cent during 
the century while Europe’s population was nearly stationary. 

During the eighteenth century the population both of Europe and 
of the great cities increased about 50 per cent, and the number of 
great cities rose to 22. Their aggregate population in 1800 consti- 
tuted about 3 per cent of Europe’s population (say 4,000,000 in 
120,000,000). 

During the nineteenth centur>^ the number of great cities has 
increased tremendously. In Europe alone the increase is calculated 
by Meuriot as follows: 


CITIES OF 100,000+ 


Year 

No. 

Aggregate Popu- 
l.ition 

Ratio to Total 
Population 

1850 

42 

9,000,000 

3 80% 

1870 

70 

^20,000,000 

6 66 

189s 

120 

37,000,000 

10 00 
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It is estimated that today more than 10 p>er cent of Europeans 
dwell in great cities. In individihd countries the pro]x')rtion is much 
larger. Ihus in England one-third of the entiie po])ulation are 
inhabitants of great cities, while in the Australian colonies of New 
South Wales and Victoria 40 per cent of the people are resident in 
euch cities (suburbs included). 

260. THE ECONOMIC CAUSES OF I'llE MODERN CITY' 

WTiile it is generally true tliat the unprecedented increase of poi)u- 
lation during tlie present century lias been a condition of the rapid 
growth of cities, it has not necessarily been a positive cause of tlieir 
relatively rapid growth as compared with the remainder of the popu- 
lation a cause, that is, of the phenomenon of concentration. 

It is now clear that the growth of cities must be studied as a part 
of the question of distribution of population, which is always depend- 
ent upon die economic organization of society — u])on the constant 
striving to maintain as many people as jiossible upon a given area 
I he ever-present problem is so to distiibute and organize the masses 
of men that they can render such sc-rvices as favor the maint(*nance 
of the nation and thereby accomplish their own jireservation. When 
the industrial organization demands the presence of laborers in par- 
ticular localities in order to inert'ase its efliciency, laborers will be 
found there; die means of attraction will have been '‘better living" - 
in other words, an appeal to the motive of self-interest Economic 
lorces are therefore the piincipal cause of concentration of population 
in cities; but there are other motives exhibited in the “Drift to the 
Cities, ’’ and these will also receive consideration. 

The industries of the human race may be conveniently grouped 
thus: (i) extractive, inclmlmg agriculture, mining; (2) distributive, 
including commerce, wholesale and retail trade, transportation, com- 
munication, and all the media of exchange; (3) manufacturing; 
(4) services and free incomes, including domestic servants, govern- 
ment officials, profc.ssional men and women, students, etc. 

The extractive industries generally require the dispei^ion of the 
persons engaged therein. In particular, agriculture, the principal 
extractive industry, cannot be prosecuted by persons residing in 
large groups. It is conceivable that transportation methods might 
be so perfected as to permit the cultivator of the soil to reside in a 
city, but it is very unlikely. 

‘ Adapted by permission from A. F. Weber, “The Growth of Cities,” Colum- 
bia University Studies in History, Economics, and Public Law, XI (1899), 157-224., 
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Agriculture, the industry that disperses men, has ever narrowevl 
its scope. Formerly, when men’s wants were few and simple, agricul- 
ture was the all-embracing occupation. The agriculturist produced 
the necessary sustenance, and in his idle moments made whatever 
else he needed. But human wants have greatly multiplied and can 
no longer be satiated with food products alone. Moreover, the busi- 
ness of providing for the new wants has been separated from agri- 
culture. The total result is that the proi)ortion of people who must 
devote themselves to the satisfaction of the elementary wants of 
society has vastly diminished and is still diminishing. 

And this result is attained, not only by the diminishing imj)ortanc(‘ 
of bread and butter in the realm of human wants, but also by the 
increased per capita product which a specialized body of worker'^ 
can win from the soil, l^y the use of fertilizers, by highly scientific 
methods of cultivation, by labor-saving machinery, and by the con- 
struction of transi)ortation s}'stems to open up distant and virgin 
fields the present century has immensely reduced the relative number 
of workers who must remain attached to tlie soil to provide society’s 
food supply. 

The distributive industries, on the other hand, are distinctly 
centralizing in their effects u])on the distiibution of the population 
engaged in them. As methods of distiibution have been im{)roved 
and the distributive area enlaiged, the tendency toward concentra- 
tion has increased. The consolidation of two railway lines transfer^ 
employees from the junction to the terminal city. F\’ery improve- 
ment in the mechanism of exchange favors the commercial center. 
Of even greater importance is the fact that the })roduction of wealth 
is increasing by leaps and bounds, e\'ery year there is vastly greater 
wcaltli to distribute, and the process of distribution will reipiirc a 
growing j^ercentage of all the workers for its edicient action. Hence 
the more the social organism grows, and the higher its evolution, so 
much greater will the commercial centers become. 

We are not c.specially concerned with the principles of city- 
location, and it will sufiice merely to indicate the fundamental theory. 
It may, then, be stated witli some confidence that while certain cities 
derived their location in former ages from proximity to a fort or a 
religious establishment; while many modern cities have had their 
location determined by political reasons (e.g., Washington and many 
of our state capitals) , while numerdus cities in all periods have arisen 
in the vicinity of mines or otlier riches of the earth which furnished 
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natural advantages for production— yet, nevertheless, the prevailing 
iniluences in determining the location of cities arc facilities for trans- 
portation. The factor of chief importance in the location of cities 
IS a break in transportation. A mere tiansfer of goods will re(jiiire 
considerable machinery; and so we liml commeicial centers at the 
confluence of rivers, heads of navigation, fords, meeting points of liill 
and plain, and other places where the physical conligur ition re(|uires 
a change of vehicle. But the greatest centers will he ihow where the 
physical transfer of goods is accompanied with a change of ownership, 
there is tlien added to the mechanical appaiatus of temporary stoiage 
and transfer the complex mechanism of commeic lal exchange. Impor- 
ters and e.xporters, merchants and mone\' changers, .iccniniilate vast 
wealtli and require the presence of other classes to satisfy their wants, 
and population will grow rapidly It is therefore easy to un<leis(anil 
why so many of the large cities of the woild are commeuial centers, 
if not actual seajiorts. Every ^reat city owes its eminence to com- 
merce, and even in the United St.ites, wheie the r.iilways ai e jiopulai ly 
supposcti to be the real city-makers, ,dl but tw'o of the citu's of ioo,ooo 
or more inhabitants are situated upon navigable waters; the most 
rapidly growing cities of their ckiss in the country are the lake ports: 
Cdiicago, Buffalo, Cleveland, Detroit, Mihvaukee, etc 

Manufacturing industries also tend towaid the concentration 
of population, and ui) to recent years manufacturing centers weie 
coincident with the commercial centers, i.e., the great cities. Re- 
cently the equalization of transportation facilities and the excessive 
rents of great cities have caused the managers of a g(K)d many indu^ 
tries to abandon them as sites in favor of the suburb or small town 
The reason that this movement does not make for complete decen- 
tralization is tliat production on a large saile is the goal toward 
which all industries are tending with enlarging and more regular 
markets and more convenient means of communiaition; and pro- 
duction on a large saile requires, as a rule, the large factory and 
the grouping of allied trades. Other obstacles to decentralization 
arc the presence in the large city of a supply of cheap, un.skillcd 
labor; of the best knowledge of art and technique; and espe- 
cially of numerous industries whose products are intended for local 
consumption. 

The sUitistics of manufactures furnished by the United States 
government are not altogether ^trustworthy, but they at least shovv 
that in the period 1860-90 the movement was a centralizing one. 
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of them will be found to be embraced in the following classification : 
(i) Educational. The city alone mu^^t be tlie residence of tliose who 
study art, medicine, music, etc. Even in tlie matter of primary 
cduGition, city advantages are superior to those of tlie rural districts, 
though not to tliose of tlie villages. (2) Amusements. The opera, 
philharmonic concerts, art exhibits, etc., may be classed as eduai- 
tional advantages or mere amusements, but Lliere are many otlier 
forms of recreation afforded by the city and not by the country, which 
come under the head of amusements alone. (3) The standard of 
living. The desire for a higher standard of life, for purely material 
comforts and luxuries, brings many people to the city. Food is 
to be procured at prices almost as low as in the country, and in vastly 
greater variety; while everything else is cheaper. 'Fhcn there are 
conveniences to be had in tlie city which in many aises could not be 
obtained in the country, on account of the small numbers to bear the 
heavy expenses. Such for examjile are establidmuaits that bring 
light and fuel to one’s door, furni^h jnotection ag.iinst lire (water- 
works and fire departments), scweragig rapid transit, etc. The held 
of municipal activity has been constantly widening, until now the 
city furnishes its residents not only parks and playgrounds but 
museums, libraries, and art galleiies, not only hospitals but baths 
and wash-houses, municipal lodging-houses, and model tenements, 
In order to guarantee the purity of hxid supplies the city has it^ 
abattoirs and market stalls, its public analysts and milk in^])ectors 
(4) Intellectual associations The village is dull, not only to the man 
f)ursuing light amusements but to him who seeks cultivated asso- 
ciations, for in these days the cities are the centers of intellect as of 
wealth. (5) Not the least impoitant factor in city growth is gregari- 
ousness or the social instinct itself, which appears to be stronger thaji 
ever before in these days of restlessness. ‘‘The isolation of the farin 
home; no provision for satisfying the cravings of the young people 
for having good social times” are reasons given for discontent with 
rural life by farmers of New York to a committee of the New York 
Association for Improving tlie Condition of tlie Poor. Another thing 
to be reckoned witli is the passion for “ the crowd, the hum, the shock 
of men,” among those who have once hved in the city. 


See also 26. Rise of Towns. 

146. Geographical Specialization. 
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261. SATELLITE CITIES* 

Towns made to order entirely, or with some little village as a core, 
snatch bundles of })apers from the morning trains, smudge new post- 
marks over sheet after sheet of red [)ostage stamps, edge their way 
into the telephone toll books and the freight tariffs, scrawl their 
names on the tags of new-coming immigrants at Ellis Island and 
become i)art and parcel of up-and-doing municipal America before 
most of their slower going sister cities have even heard of their exist- 
ence. 

From the middle of Philadelj)hia, several de[)artments of the 
Baldwin Locomotive Works have been shunted out into a small 
suburb. Flint, Midiigan, two hours from Detroit, has been seized 
as the place for huge automobile factories. While the population was 
trebling in the first three years, several hundred operatives had to be 
housed in tents throughout one summer. A big corn-products plant 
moved from the middle of Chicago to the near-by prairies and a 
“glucose city,” Argo, started uj). It occui>ies part of a tract of ten 
square miles, which one promoting company is develojiing as an 
“industrial district” and into which Chicago has already emptied 
more than two dozen establishments. Just outside Cincinnati a 
resrdential suburb, Norwood, is now the home of a score of manu- 
facturing concerns. Impelled partly by the ar])itrary tolls charged 
on coal cairied across the iMissis^^ijipi Ri\er, industrial plants have 
moved over the bridges from St Louis and founded a group of new 
towms in Illinois. The Standard Oil Company, a few years ago, 
poured out $3,500,000 on the bank of the Missouri a few miles from 
Kansas City, and the town of Sugar Creek .sprang up. Yonkers long 
since lost its staid old character in a smother of hat and carpet fac- 
tories. The metropolitan manufacturing district stretches out in 
belts and flanges from New York into Long Island, Staten Island, 
and New Jersey, while eastern IMassachusetts is a mosaic of mill 
towns. In some sections of the South scarcely a city of any size 
lacks one or more satellites thrumming with spindle and shuttle. 

Gary, with its population nearing 50,000, where in 1906 there 
w'cre only rolling sand dunes covered with scrub oak, is thus seen to be 
but the largest and most spectacular example of the far-reaching 
industrial exodus. Far-reaching and fast-moving, for Gary had 
scarcely attained four-year-old dignity when work started on a still 

* Adapted by permission from G. R. Taylor, Satellile Cities, pp. 1-14. 
(D. Appleton & Co., 1915.) 
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iicNscr member of the United States Steel Corporation's brood of 
4cel to^^ns~ Fairfield, first known Corey, on the edge of Biiming- 
liaiii, Alabama. On the heels ot Faiifield tame the news that nuire 
Miillions and another {)lant would found another steel town near 
1 )ululh 

'I'his intlustrial exodus frtim eitv tenter to sulnirb was first seen 
, nii^pit uousl)' in the establishment of rullman and Homestead 111 the 
taiK eighties. These tw'o places were bv lu) means the only lore 
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iinners. South Omaha, for example, in i-SSp sprang up around the 
'lockyards at a railway junction so rajiidly a.s to win the name “ Magic 
; ily.” These exceptional towns, suddenly createtl at the ditlale of 
>i()necr master minds of the luwv industrialism, thrilled the pojiular 
magination. 

But they were freshets wheie the present movement has taken on 
Te proportions of a big sw’eejnng current. It is spreading through 
mburban areas as well as creating made-to-order towns. 

Many reasons arc readily apparent for the location of these new 
ndustrial communities. The impulse tow'ard cheap land, low Uxes, 
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* Adapted by permission from G. R. Taylor, Satellile Cities, pp. 1-14. 
(D. Appleton & Co., 1915.) 
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applied to the development of the things through which houses may 
become homes, a construction camp a community, and livelihoo.l 
life ? A[)])arcntly the answer is often in the negative. 

II. CONCENTRATION OF WEALTH AND INCOME 
A. Problems at Issue 

The preceding section dealt with concentration of production 
Such concentration has occurred — but this is clearly not saying that 
small-scale industry is doomed. It is not even sa\dng that an incrcim 
ing proportion of industry is being conducted on the large-scale baM> 
although this is probably occurring. 

Concentration of production may or may not be attended by a 
concentiation of the ownership of wealth and income A hug.' 
corporation operating a large-scale plant may have its shares owncil 
in small blocks by a great number of people Here is concentration 
of proiiuction, but so far as this one corporation is concerned then 
is diitusion of owmership. Again, a single individual owns outright 
seven al small-scale plants engaged in sufliciently diverse tasks to 
justify our saying that it is not a case of integration of industry and 
it is not unified control of ]'>lants of the same kinds Here we have 
small-scale production and concentiation of the ownership of wealth 
Tliese illustrations, aibilrary as they are, show that the concentia- 
tion of j)ro<luction and the concentration of ownership arc not insej)a- 
rably connected, and this fact has considerable bearing on matters ot 
.social policy. 

While the two are not in.separably conni'cted, there are neverthe 
less strands of connection, and the general social and industrial 
environment has been such that a v^ry considerable concentration 
of ownership has synchronized with the concentration of production 

What arc the foices making for and against concentration oi 
ownershiii? What is the resultant factual situation flowing from 
the operation of these forces ? What dilTercnce does it make whether 
ownership is concentrated or ditTused ? If it does make any dilTerence, 
what courses of action arc open to us? What is the bearing of the 
concentration of ownership upon economic dependence and economic 
insufTiciency ? Wliat structures are emerging in our industrial society 
as a consequence of the concentiation of ownership or as a consequence 
of our attempts to secure dilTusion ? These are some of the problem - 
at issue in this section. 
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QUESTIONS 

1. Tabulate the forces making for equality and for inequality with respect 
to the ownership of wealth; with respect to the owmersliip of income. 

2. “The unearned increment of land makes in the direction of the con- 
centration of wealth; so also dors the trust movement, war, and primo- 
geniture.” Explain why in eac h c.ise. 

3. Why is a distinction made hrlween the distribution of wealth and the 
distribution of income? In geiieial terms, wh.it are tlu* possible sources 
of income ? 

4 \\ hen we speak of economic inequalities today, do w'e mean inequalities 
of wealth or of income? 

5. Is the control of we.ilth ever confused with the ownership of wc.illh in 
discussing the gre.it fortunes of tod.ay? 

6 Has there been a c on^ider.dcle increase in the total we. ill h av.iil.ibli' 
for distribution ? Has it been a jier c.ii)U.i im ir.ise ? Wh.it ditTcMcnir 
docs it make whether the inc rease h.is been per i.ipit.i? 

7 “Widely distributed ownership of we.ilth m.ikes for social si.iliihty " 
Why or why not ? 

8 “Accumulated wealth furm^hc ^ the self respre ting cili/en the best 
form of pioteetion ag.ainst disaster “ W h.it proportion of our citizens 
arc thus piotceted? ('an you cite* .iny stiuctures emerging to piotect 
ag.iinst clisa.ster the induulual who has not accumulated wealth? 

() “The fact that most of the we.dlh is in possession of one fifth of the 
inhabitants docs not mean th.it the benefits of projierty are cireiim- 
senbed to tlic same (*\tent ’’ Why not ? Is this statement a suflicient 
justification of uneciual distribution? 

10 “ Most of the advantages of priv.ite projierly from tlu' soc iai standjioint 
apply to the well-to-do and we.ilthy classes” Is tin's true? What 
can be done about the pooler c kisses? 

ri. “'khe concentration of we.dlh tends to great politic ,il cwils ” W'hy ot 
why not ^ 

12 Docs it really make any dilfercmcc if w'calth is uneriu.illy distribulecp 
Can the multimillionaire gratifv his w.ints (tyi)ic .illy) except by doing 
things which gl\T employment to labor ? If t his i-> true, will it not c ause 
higher wages and thus autom.itic .illy correct the evils of inequality ? 

13 Docs anyone today advocate eciuality of possessions or of income '• 
What is the position of the socialist? What is the position of the 
communist ? 

14. “After all, what is really desired today is not equ.ality of possessions, 
but equality of 0[)portunity.” Is this true? What are some of the 
conditions prerequisite to eciuality of opportunity? 

15 Suppose that w'c could today have an cciual division of present wealth. 
Would inequality again assei t Itself ? If so, would this be purely an 
individual matter or would social institutions have an effect? 
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applied to the development of the things through which houses may 
become homes, a construction camp a community, and livelihoo.l 
life ? A[)])arcntly the answer is often in the negative. 

II. CONCENTRATION OF WEALTH AND INCOME 
A. Problems at Issue 

The preceding section dealt with concentration of production 
Such concentration has occurred — but this is clearly not saying that 
small-scale industry is doomed. It is not even sa\dng that an incrcim 
ing proportion of industry is being conducted on the large-scale baM> 
although this is probably occurring. 

Concentration of production may or may not be attended by a 
concentiation of the ownership of wealth and income A hug.' 
corporation operating a large-scale plant may have its shares owncil 
in small blocks by a great number of people Here is concentration 
of proiiuction, but so far as this one corporation is concerned then 
is diitusion of owmership. Again, a single individual owns outright 
seven al small-scale plants engaged in sufliciently diverse tasks to 
justify our saying that it is not a case of integration of industry and 
it is not unified control of ]'>lants of the same kinds Here we have 
small-scale production and concentiation of the ownership of wealth 
Tliese illustrations, aibilrary as they are, show that the concentia- 
tion of j)ro<luction and the concentration of ownership arc not insej)a- 
rably connected, and this fact has considerable bearing on matters ot 
.social policy. 

While the two are not in.separably conni'cted, there are neverthe 
less strands of connection, and the general social and industrial 
environment has been such that a v^ry considerable concentration 
of ownership has synchronized with the concentration of production 

What arc the foices making for and against concentration oi 
ownershiii? What is the resultant factual situation flowing from 
the operation of these forces ? What dilTercnce does it make whether 
ownership is concentrated or ditTused ? If it does make any dilTerence, 
what courses of action arc open to us? What is the bearing of the 
concentration of ownership upon economic dependence and economic 
insufTiciency ? Wliat structures are emerging in our industrial society 
as a consequence of the concentiation of ownership or as a consequence 
of our attempts to secure dilTusion ? These are some of the problem - 
at issue in this section. 
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32. What relation has machine imlustr>' to poverty? 

33. Is poverty the result of our compctiti\e s>slcin of iiuliistry? WoiiKl 
there, in your opinion, be less poveity in a socialistic slate? If you 
answer in the aflirmative, doe^s llie answer commit >ou to a belief in 
socialism ? 

34. What relation, if any, does immigration bear to poverty ? 

-,5. “If the unemployment problem weie soKed. po\eilv would ha\a‘ Ixam 
eliminated.” Do you bche\e this statement ? 

36 “If the labor market were only oigim/ed eUetlivelv, [>ovcrty would 
disappear.” What does this mean ^ Is it true? 

.,7 What is the relation of ihiift totin' iboliiion of povi'rty ? Whatisthe 
relation of contiol of [)oj)ulalion to poceily? 

3S “It is easy to talk of the stabilisation of induct ly, but indiistty is afli'i 
all relatively little under human (ontrol \'ou might a. wi'll pioimb( 
to smooth out the .\tlanlic On an as to [)roinise to e-tabhsh a s\'slem 
whi(h will secure absolute ('(luihbiium in the tiaih* .iii<! ( om eins of tin' 
country.” Is theie reasonable ground for hope of improveiiu'ul of 
conditions of [Poverty through stabihcition of industry? 

y) “National insuramc against (h'ath, snkness, and unemployiiK'nt aie 
essential paits of any ])iogra)n to pie\ent povc'ity ” Do you agierr ' 

to “Old age i>ensions, labor exdiangcs. state assistame for tlu' sn k lud 
the unemplo^'ed, housing s( hemes, s( hool feeding, and other foiius 
of provision for sj)crial sections of the wage earning i lass are desiiable 
even impeiative, but the toot f.utor in dc'.titution is the factor of low 
wages, and until that is dealt with no sub'^tant la.l improvement in so( iai 
conditions can be exjiedc'd ” Do \ou <igiee? 

11 “It is necessary in older to prew cut injuiy to the v ommunitv as a whole 
that there be maintained from one end of the countiv to (he other a 
definite standard minimum of the conditions of (i\ih/ed life, below 
which in the interests of the whole no indi\i<lual shell be iierinitted to 
bill.” Does this quotation mean that it is [lossible to sc c ure a “national 
minimum” by legislation? 

42 “d'hc one essential is to give a given giouj) of j>eoplc ade(}iiate cco 
nomic resisting power” Wh.it does this mean? How may a gioup 
secure this adeciuate redsling power? 

43 “Poverty can be jircvented if we will but 1 hc)osc to take the means that 
a whole century of experience and llie teachings of economic science* 
show to be requisite and elTec live.” What do you sup()ose this means 
by way of a specific progr.un ? 

44 hind out what proposal a single taxer would make for the abolition of 
poverty and on what ground he woulci make this i)ro()osal. 

45. Certain writers speak of (n) subjective causes arul (/;) objcctivm causes 
of poverty. What is meant by each term? Adopting the classilica- 
tion, which type of causes seems to you to have the greater significance ? 
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46. “The sooner our philanthropic workers take their cue from the work 
done by preventive medicine in the medical field, the sooner will the 
problems of poverty be solved.” Explain. 

47. Do you know of any recent legislative measures aimed at eliminatin); 
poverty ? 

48. Do you think it will be possible in the future for society entirely to 
eliminate all poverty ? Why? 

B. Guiding Considerations 

262. WHY WEALTO SHOULD BE IN THE HANDS OF THE 
MANY' 

If wc presuppose the existence of a legal and economic system of 
a competitive nature such as that with which we are most himiliar, 
we find that there are four fundamental reasons why it is desirable 
that wealth should be in the hands of the many rather than of the few 
'Ehese may be enumerated as follows: 

1. Under existing conditions, the state does not guarantee a 
sufficient degree of assistance in case of misfortune to prevent want 
and misery. It only stejis in to prevent starvation or to relieve acute 
distress. Underall ordinary circumstances, the individual is expected 
to help himself, and recourse to the state for aid generally means 
that the ajiplicant feels himself disgraced and is branded as a pauper 
by the community. This being true, it becomes imperative that 
every self-respecting citizen })rovide for himself protection against 
disaster, and the best form of such jiroteclion is accumulated wealth. 

2. Another advantage of wealth, akin to that just cited, is that it 
gives to the possessor a much greater freedom of movement, a wider 
sphere of action, than is otherwise vouchsiifed to him. Without 
wealth, one is seldom in a position to bargain well as to wages or 
salary. 

3. Another useful jdiase of widely distributed ownership of wealth 
is that it makes for social stability. The propertied man is seldom 
an enemy of law and order, lie does not favor revolution, for he has 
something to lose. True, he may be too conservative, but history’ 
does not show that those nations have advanced most in which revolu- 
tion has been frequent. 

4. The fourth great advantage of widely distributed wealth is 
dynamic rather than static in its nature. This depends, not only 

'Adapted by permii-bion from W. I. King, The Wealth and Income of the 
People of the United States, pp. 51-57. (The Macmillan Co , 1915.) 
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upon the fact that many people now possess wealth, but also u|>on the 
f.ict that they acquired this property by their own cfTorts. If many 
people were well to do, but if all had inherited their wealth, the 
propertyless young man would then feel it a perfectly futile task to 
attempt to acquire a com}>etence. No one in the vicinity having 
succeeded in so doing, it would evidently be a waste of energy to try. 
Hut, on the other hand, if the older men of his accjuaintance have 
attained afiluence through hard work or use of their native talents, the 
voung man feels that he can do likewise. Wealth means jmwer and 
ease and luxury and display. 'These lure him on to strenuous en- 
deavor and cause him to toil early and late in the j)ursuit of riches. 
\nd it is this strenuous endeavor of the millions that amasses the 
uqntal, tliat searches out the new inventions and di.scoveries, that 
does all tliose things which spell economic progress. 

263. EVILS OF THI*: CONCENTRATION OF WICALTII' 

Four evils grow out of the concentration of that which is by 
nature common wealth in the hands of a comparatively few. 

First are the material evils. Where industry is fairly compen- 
sated, every man, by his industry, supports, not only himself, but his 
neighbor. Riding through any one of our commercial streets, we 
wonder who it is tlnit buys all these goods in all these shops. The 
man in one shop buys from the other shops. Each man })urchases 
of his neighbor; they su{)port one another. 'The children of the 
hoolmaster must be shod, they support a shoemaker, d he children 
of the shoemaker must have clothes; they support a tailor, d'he 
tailor must have woolens; he supports a factory. The factory hands 
must have their children taught, they in turn support the teacher, 
livery one of us is thus engaged in supporting someone else, and 
every one of us is in turn .sui)j)orte<l by someone else. We hear 
much glorification of independence, but there is no such thing as 
mdependencc. The more complicated society and the more advanced 
civilization, the less the independence. 

Let any one of these interdependent industries stop, and all are 
injured. If the factory stops, the children no longer go to school, the 
schoolmaster can no longer buy shoes, the shoemaker can no longer 
buy clothes, the tailor can no longer buy woolens. Whatever 

‘Adapted hy permission from Lyma® Abbott, the Rights of Man, pp. 121-28 
(Hou'^hton Mifflin Co., 1902.) 
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46. “The sooner our philanthropic workers take their cue from the work 
done by preventive medicine in the medical field, the sooner will the 
problems of poverty be solved.” Explain. 

47. Do you know of any recent legislative measures aimed at eliminatin); 
poverty ? 

48. Do you think it will be possible in the future for society entirely to 
eliminate all poverty ? Why? 

B. Guiding Considerations 

262. WHY WEALTO SHOULD BE IN THE HANDS OF THE 
MANY' 

If wc presuppose the existence of a legal and economic system of 
a competitive nature such as that with which we are most himiliar, 
we find that there are four fundamental reasons why it is desirable 
that wealth should be in the hands of the many rather than of the few 
'Ehese may be enumerated as follows: 

1. Under existing conditions, the state does not guarantee a 
sufficient degree of assistance in case of misfortune to prevent want 
and misery. It only stejis in to prevent starvation or to relieve acute 
distress. Underall ordinary circumstances, the individual is expected 
to help himself, and recourse to the state for aid generally means 
that the ajiplicant feels himself disgraced and is branded as a pauper 
by the community. This being true, it becomes imperative that 
every self-respecting citizen })rovide for himself protection against 
disaster, and the best form of such jiroteclion is accumulated wealth. 

2. Another advantage of wealth, akin to that just cited, is that it 
gives to the possessor a much greater freedom of movement, a wider 
sphere of action, than is otherwise vouchsiifed to him. Without 
wealth, one is seldom in a position to bargain well as to wages or 
salary. 

3. Another useful jdiase of widely distributed ownership of wealth 
is that it makes for social stability. The propertied man is seldom 
an enemy of law and order, lie does not favor revolution, for he has 
something to lose. True, he may be too conservative, but history’ 
does not show that those nations have advanced most in which revolu- 
tion has been frequent. 

4. The fourth great advantage of widely distributed wealth is 
dynamic rather than static in its nature. This depends, not only 

'Adapted by permii-bion from W. I. King, The Wealth and Income of the 
People of the United States, pp. 51-57. (The Macmillan Co , 1915.) 
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recruited, and out of the poor the paupers, and out of the paupers the 
tramp'^, and out of the tianij)^ ihe thieves, and out of tiu* Uiievcs 
!he robbers. 

:(.4 FORC'KS MAKINC', FOR l^OFALFIT AND FOR INFOUAFFn'’ 

Dr. Spahr describes tlie fnn es w liic h, durin.e; the reien of Cc-oif^e III 
1 1760-1S20), operated tocoiux ntr.ite the wealth of (ii(*al Fi itain. 1 (e 
‘^how s us that liat sinulai fou ( s opei .iled in this count i'n durin|jj 

oiii (dvil War in tlie diuaiu'u of toiu ( iiitation of 

wealth. lie mentions ])aiii( uKh 1 \ t In ( e ^^leal ( aici v. Iiu li \\(Te the 
be^unnin^ of vast fortuiu^and of t he ( oik enti ation of a \er\ a])pie- 
c iable proporti<m of the wealth of tlu- I'nited .'staU s in a ( oni])aral i\ elv 
fe\v hands. 'Fhc three h)rces vhiih lu‘ nuntioiis ai(‘, liist, monetau 
li 'dslal ion; s(‘condl\', our methods of taxation ,ind our tinaiuial 
leaislat ion ^eiK'rally ; and, t bird 1 } , the met hods (d lailw a\ const 1 in I ii m 
and railway tinanc iei ini^. 

Beejinninp; our discussiiai at the jioint where Dr. Sjiahr leaves olT, 
five furtliei mam c auscs of ((hk eiiti.it ion of wealth mav be rnentiom d. 

1. 'Fhe unearned increment of land, espea ially in cities. Dr. 
^pahr himself, liowever, has shown that it is easy to cxaLtynTate tin* 
unearned increment of land. 

2. I'he trust movement is opeiatinit, in its eailiiT jihases at leaD, 
m the direction of concentration 'i'lie processes which accompan\’ 
the formation of trusts have brouidit vast wealth into a fc-w hands, and 
have, in the inteiests of the compaiativcly fewv, morlyapad futuie 
\U‘alth procluc tion, 

3. In the tliird place, war, wlienever it ccuncs, carries with it forces 
which brin^ wcvilth to the few rather than llic many. A careful 
study of modern warfare will amjdy substantiate the position that 
w^ar almost invairiably, perhaps in vai iably, c uric he s the few rat her th;in 
the many. It create'^ a demand for cai)ital latlier than for labor, and 
it introduces a speculative ehment into business whidi is disastrous 
to the economically weak, and enriches the economically strony 

4. Arrangements of one kind and another may be mentioned by 
means of various trust clevices to secure the* cmcls of jirimogeniture and 
entail. This applies especially to large wealth in great cities, where 
the number of so-called “trust estates” is very con^iclerable. 

' Adapted by permission from R * T Ely, Evolution of Industrial Society, 
pp 473-84. (The Macmillan Co , 1906 ) 
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46. “The sooner our philanthropic workers take their cue from the work 
done by preventive medicine in the medical field, the sooner will the 
problems of poverty be solved.” Explain. 

47. Do you know of any recent legislative measures aimed at eliminatin); 
poverty ? 

48. Do you think it will be possible in the future for society entirely to 
eliminate all poverty ? Why? 

B. Guiding Considerations 

262. WHY WEALTO SHOULD BE IN THE HANDS OF THE 
MANY' 

If wc presuppose the existence of a legal and economic system of 
a competitive nature such as that with which we are most himiliar, 
we find that there are four fundamental reasons why it is desirable 
that wealth should be in the hands of the many rather than of the few 
'Ehese may be enumerated as follows: 

1. Under existing conditions, the state does not guarantee a 
sufficient degree of assistance in case of misfortune to prevent want 
and misery. It only stejis in to prevent starvation or to relieve acute 
distress. Underall ordinary circumstances, the individual is expected 
to help himself, and recourse to the state for aid generally means 
that the ajiplicant feels himself disgraced and is branded as a pauper 
by the community. This being true, it becomes imperative that 
every self-respecting citizen })rovide for himself protection against 
disaster, and the best form of such jiroteclion is accumulated wealth. 

2. Another advantage of wealth, akin to that just cited, is that it 
gives to the possessor a much greater freedom of movement, a wider 
sphere of action, than is otherwise vouchsiifed to him. Without 
wealth, one is seldom in a position to bargain well as to wages or 
salary. 

3. Another useful jdiase of widely distributed ownership of wealth 
is that it makes for social stability. The propertied man is seldom 
an enemy of law and order, lie does not favor revolution, for he has 
something to lose. True, he may be too conservative, but history’ 
does not show that those nations have advanced most in which revolu- 
tion has been frequent. 

4. The fourth great advantage of widely distributed wealth is 
dynamic rather than static in its nature. This depends, not only 

'Adapted by permii-bion from W. I. King, The Wealth and Income of the 
People of the United States, pp. 51-57. (The Macmillan Co , 1915.) 
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been concentrated, so public ownership operates in favor of the diffu- 
sion of wealth. 

8. Labor organizations. If the very able report of the Industrial 
Commission brings out any one thing tlcarly, it is that labor organiza- 
tions are a force making for diilusion of wealth. 

9. Institutions, especially in the interest of the wage-earning and 
economically weaker elements of the community. Labor bureaus 
may be mentioned, aLo free employment bureaus, also legal aid 
societies of one kind or another, which help the economically weaker 
elements in the community to secure their rights 

10. Saving institutions and insurance. Building societies may 
be mentioned. Insurance, h) far a', it goes, helps remove the con- 
tingencies in life which are the gieat evil for the economically weak, 
and also for the upward-struggling masses. 

265. F()R(d:S GOVKKNIXO I'HK DIs I RIlUj l lON OF 
PROPl.R'l V 

We have here simply to e\{)Iain <iiid classify the causes which 
govern the distribution of property. Perhaps the simplest way of 
making a start will be to assume that we should exp(‘ct, in the abseme e 
of reasons to the contrary, to Imd property e(|ually distributed. 'Fhen 
we am make the incjuiry why, as a matter of fact, some individuals 
have much, others little, and many saircely any at all. 

The reason which seems to come lirst in logical order is that all 
people are not equally provident. As old-fashioned opponents of 
equalitarian schemes used to siiy,if we all started with ecjual amounts, 
inequality would soon a[)pcar, since some of us have more thrifty dis- 
positions, greater desire to provide for the future, than others. Some 
of us w'ould consec}uently save considerable amounts from income, 
while others would save little, .ind some nothing. Writers exist who 
speak as if there w^cre no otlu r reason than this for the actual inef|ual- 
ity. Mr. Carnegie and the Duke of Westminster, they think, are 
the thriftiest men alive. 

The second reason is that we are not all equally judic ious in the 
selection of iinestments. lAcn if we all started on ecpial terms and 
saved the same amount, inecjualities would soon rise, since the wise 
men would make better investments than the fools. Some people 
think these tw^o reasons are sufficient to account for the existing 

* Taken by permibsion from Edwin Cannan, “The Division of Income/’ Qwor- 
Urly Journal of Economics, XIX (190.;-^), 360-62 
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inequality. Mr. Carncp^ie and the Duke of Westminster, they think, 
are not only very thrifty, but very wise. 

The third reason is that men of equal wisdom are not equally 
lucky in their choice of investments. Only fools invest in lottery 
tickets, but a few of them do make a thousand or more per cent, and 
win fortunes. Take a million men of equal wisdom, and you will 
find their investments better than those of another million men of 
sliglitly less wisdom. But that is only because among such large 
numbers the average luck will be equal. As between single indi- 
viduals, everyone knows that luck plays a great part. 

The fourth reason is tliat earnings are unequal, and it is easier 
to save out of a large than out (;f a small income. If, of two men with 
exactly the same dis|)osition as regards thrift, the one has £5,000 a 
year, and the other £50, the first will save much more than the second, 
and conseifuently eventually become possessed of much more property. 

The fifth reason is tliat peisons receive different amounts of 
property by way of gift, bcajuest, and inheritance. It is curious to 
notice how often this reason is overlooked, in spite of its extremely 
obvious nature. Its effect is cumulative, “^ince when once a man has 
ac([uircHl large property in this way, it is easier for him to save and 
acquire still more. 

On each of these reasons much might be wTitten. For example, 
on the last, a great investigation might take place into the dilTercnl 
effects of different laws as to inheritance and bequest, into the effect 
of the customs observed in regard to dowries, the effect of large and 
small families in dilTerent classes, and many other similar subjects 
which are just as fitted for discussion in W'orks on economic theory 
as the matters at present usually discussed for example, in relation 
to the causes of dilTerences of wages in dilTerent occupations. 

266. FORCES GOVERNING THE DIFFERENCES OF INCOMES 
FROiM WORK* 

Difference in income received fiom work is not all a question of 
value, since the quantity of w'ork done is a factor. The quantity 
varies from individual to individual with industry and ability. 

The income derived from different occupations by persons of 
average industry and ability working at them depends on the value 
of the work done. Labour does not create value. We might expect 

* Taken by permission from Edwin Cahnan, Wealth, pp. xviii-xx. (P. S. King 
& Son, Ltd., 1914.) 
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competition to arrange the comparative number of persons in the 
various occupations so that the outputs would be of the |>rerise value 
which would yield the same lemuneration for the a\a'iage j)eison in 
(■\eiy different occupation. 

But we could see that — 

1. There would ahva\s be deviations from this level, some of 
wliich might be of long duration. 

2. Occu])ati()ns olTcring huge ])ii/,es to persons of exceptional slic- 
es ess would }’ield less than the otheis to the a\eiag(' jXT^on. 

3. Disagreeal)Ie occupations would be bettei paid than agi (‘cable 
ones. 

4. Irregular emploxments would be better paid for tlu* ])eiiods 
during which -work is actually earned on, and aKo, if iinti'i tainly was 
a deterrent, on the whole. 

5. Occupations foi which expensive training or long postpone im nt 
of earnings is necessary w’ould biing in higher incomes during woiking 
life. 

If tliis were a true picture, we could say that not the earnings but 
the wdiole advantageousness of all ocaupalions was ecjual. But it is 
not a true picture, because ('ven if pioper sums for original cost of 
training, etc., are deducted from eainings, a large balance of advan- 
tageousness remains in favor of the tiad(S which rccjuiie (expensive 
training and long postponement of e<immgs. 'This (omes about 
because the rearing of childrcm is not a matter of business, but is left 
to the family, charity, the C'huu h, and the State. 

Hence dillerenccs in earnings from labour are much more hugely 
hereditary than they would be if they dejiended only upon the iiiluTit- 
ance of natural ([ualities. 

There is considerable dillerence in the r<‘muneial ion of the two 
sexes owing to their having dilferent (jualities and the field for emjiloy- 
ment of women being for various reasons smaller than that for tlu* 
employment of men. 

Heredity and sex are the two greatest causes of inequality of 


income. 
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C. The Distribution of Wealth and Income 

267. 'IKK IXC'RKASIXG TOPAL AVAUABLE FOR 
DIS'IRIBiri'IOX' 
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268. rilK DI.SrRlBUTION OF WFALTH IN DIFFFRFX'l 
COUXI’RIFS* 


By the use of tlie curves devised for the pur})ose by Dr. Max 0 
Lorenz, now statistician of the Interstate Commerce Commission, 
it is much easier to portray clearly in our minds the relative distribii- 

* Taken from United Stales Bureau of the Census, Wealth, Debt and laxti 
lion, 1913, I, 21, 24-26. 

'Taken by permission from W. I. King, The Wealth and Income of the People 
of the United States, pp. 71-73, 93. (The Macmillan Co , 1915 ) 
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tion of wealth at dhlerent times and j)late'.. If each family were 
equally wealthy, evidently one-fuurth of the i>opulali<)n wouKl })o>^sess 
one-fourth of the wealth, one-half of the population one-half of the 
wealth, and so on, and the resulting; j^raph would he a strai^^ht line at 
an angle of forty-five degrees, as shown in llu‘ illustration, 'fhe 
more that the curves actually how' away from this line the more 
unequally is wealth distributed, d'he curves m big. i are bent so 
very far away from this line of eijual (hstiibuiion that thev iiiduate 
an extremely uiuwen ap{)ortionment ol goods 
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Fro. I — A companion by Lorenz curves of the estimated distribution of 
wealth in dilTerent countries 

26<). PROPERTY CONDrnO.XS OF IHK VARIOUS CLASSES 

\' 

An accurate picture of the property conditions of the various 
classes is given in Fig. 1 1. 

In this illustration, the relative wealth is represented by tubes 
whose volumes are, in eat h tase, j)ro[>urtit)nal to the money values of 

' Taken by permission from W I King, The Wealth and Income of the People 
of the United Suites, pp. 98-102. ('Ihe Macmillan Co , 1915 ) 
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the holding's. Iii the United Kingdom, the little cube representing 
the average wealth of almost two-thirds of the people could br 
removed from the joas'^ive cube standing for the average wealth of the 
rich without causing much mc;re than a nick in the corner, and the 
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]T('.. II. — ReLituc money value of the projicrty held by the average family in 
each fraction of the population. 


same would hold true to a sliglitly less degree in each of the other 
countries. In the great civilized nations, then, most of the wealth 
is in possession of one-tifth of the inhabitants, but this does not mean 
that the benefits of property arc circumscribed to the same extent. 
Even the lower middle class enjoys to a considerable degree the first 
advantage of wealth ownership — viz., the power to provide against 
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emergency and disaster. Ihcy also receive, to a certain CAlent, the 
second advantage of private projK-rty freedom of movement luit 
tins only accrues in full meaMii (Mo the up])er middle class d'lie lower 
middle class hold to their limited ])(^ssessi()ns with iwen greater 
luKuity tJian do the rich to tlieiis, for, as a man gi(n\s poorcT, the 
utility of a dollar increases in far greater ratio than the diminution of 
his w'eallh. As a result, even the small propertv possessed 1)\ the 
low er middle class tends to 1 under it memhei s stai ih' and law -ahiding 
and strongly opposed toallfoimsof anaiehy and \ loh m e Hem e, the 
firM three advantages of private j)roi)eity from the soual standpoint 
aj)ply to most of the upper third of the ]u))nilation. Tor tlie lowd 
two-thirds all of these are ahsimt. Only the fourth advantage of 
private property— the stimulus to wealth aiuimulation allects the 
poorest two-thirds of the people 

'rurning to the private standj)oint, we see tliat onlv a small 
minority -llic upper middle Oass and tin' lidi ])os^ess enough jiro])- 
erty to deiive any considerable im om<‘ tlniefiom to supplement tlu‘ 
proceeds of tlieir toil 

The owmership of wealth in the United States has become con- 
centrated to a degree which is diiricult to gr.isp. 'Fhe reeiuUly pub- 
lished researches of a statistician of conservative views have shown 
that as nearly as can be estimated the distribution of w’ealth in the 
I nited States is as follows: d'he “nr//,'’ 2 per cent of the peopkg 
own 60 per cent of the wealth The ^'middle class,'' 33 pin cent of 
the peo])le, owm 35 per cent of the wealth. The poor," ()^ ])er cent 
of the t)CO])lc, own 5 per cent of the wealth 'I'his means in btief that 
a little less than twm million people, who wnnild make u}> a city smaller 
than Chicago, owm 20 per cent more of the nation’s wealth than all 
the other ninety millions. 

The figures also show that with a reasonably equitable division 
of wealth the entire population should occupy the position of comfort 
and security which we characten/e as “middle class.” 

The actual concentration has, however, been carried very much 
further than these figures indicate, d'he largest private fortune in 
the United States, estimated at one billion dollars, is ecjuivalent to the 
aggregate wealth of 2,500,000 of those who arc classed as “jK/or,” 

'Taken from the Final R< port gf the Comnnssion on Industrial Rilations, 
PP- 23-31 (Government Printing Ollke, 1915 ) 
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who arc shown in the stiuJics cited to own on the average about 
$400 cacli. 

270. DISrRlBUTtON OF I\COMK‘ 

If the estimates are correct the curves illustrating the relative 
distributions of income in Prussia and the Lmited States bear as close 
a resemblance to each other as did those for the same nations which 
])ortrayed the distribution of wealth. This gives arlditional evidence 



I'K. 2() - \\ ciai;c \n r uipil.i money income ot cacti fiactioii of tin population 

in Prussia and the L'niled Siaks 

in supt)oit of the theoi\' that the relatix'e distribution of wealth and 
income is dcpendenl rather uj)on the laws governing industry than 
upon the geogra[)hy or natural resources of the country concerned. 
This is indicated by the fact that the relative distribution is very 
similar in Prussia to that in the United States while, at the same 
time, Prussia is, absolutely, extremely poor both in wealth and incon^ 
as compared to its American neighbors. 

’ 'taken by permission from \V T Km)c, The Wealth and Income of the Ptopk 
of tin I'n'.tid ^lala, (the Macmillan Co , 1015.) 
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The richest fifth of the families in each country claims about half 
i!ie income— in Prussia the fraction bchuj: a tulle more, and in the 
I Ml led Slates a trifle les^. 

So much for the simihuitics. dhe diftereiucs ai>[HMr when we 
compare the absolute amounts as is done in :() (p 0(pS). 

'I'his illustration shows us that e\erv fraction of the American 
People possesses double or nearly treble the income of the coiiespond- 
me (lasses in Prussia — and yet w’e Americans com})lam greatly ol 
po\ erty ' 

rhe British Board of IVade re]>orls show that in the two countries 
the prices are not materially different for most at tides House rimt 
and vegetables are two items that ate dieapcr in Ih'Us'>ia, and with 
potatoes to eat and a roof oxer its Inaid, a family can live. Wi 
Prussia is not counted one of the poor nations of luirope. 

D. Poverty 

271. TUB STANDARD OF L 1 V 1 \G> 

“The amount of comforD or luvuiics cu'-tomarilv enjhned bv an) 
class of men forms the ‘standard of Iixiiig' of that dass ” 'riure is 
also an “ideal" standard of lixing x\huh is always in advance (»l 
ac liiexed satisfaction 

What is the content of the lowi^t toleiable aamlard of luiiig-' 
in tlu' first ])lac(', there must bi' lood, clothing, ;ind shelter "iini(ienl 
to maintain economic effu lency. Dndcr shelter are included light, 
liul, and necessary furniture If e(on<niiic ellii k ncy is to be ])re 
aaxed, there must be prox l^lon ag.un>t sickness and uiu mploxanenl , 
tor, uidess his strcaigth is mainlaiiied during idleness, win n he leluins 
to work the individual is unlit lor hi^ si ml Moreover the nian'- 
standard must include a familx', ebe, in a gc ik lation, prodiu tion will 
cease. 

But this view of the j)urpose of man is far too narrow. Fev 
l)eo])le would today have the haidiliood to deny that man’s life should 
contain the largest possible amount-* of wholesome pleasure d'his 
means that with a normal standard of living the house should contain 
a room fit for entertainment of company, that the family should h.ive 
clothes wdiich will enable them to ajipear in public without shame, 
and that the routine should include some leisure for polite intercourse 

' Adapted by permission from P. II. blrsn^htolT, Thr Standard of Living amriiin 
the Industrial People of America, |)p. 5-6 (Houghton Millhn Co , igix.) 
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Still, if man is to be an end in himself he must have more than this 
He needs some education, books, pictures, and wholesome recreation; 
he must have time for the home life. Beside all these things, a 
nonnal standard of living contains provision for all emergencies, 
sickness, accident, unemployment, and death, and for material 
advance savings; religion, too, should be in the routine. So the 
ideal standard of living demands the satisfaction of reasonable want^ 
of both body and intellect and inclu<les an ambition to improve. 

A clear understanding of what the standard of living is permits 
some appreciation of its significance. Unless they believe that tlieir 
descendants will be able to maintain the parental standard men will, 
if thoughtful, refuse to become fathers By this limiting of propaga- 
tion, the standard of living limits the number of wage-workers, and 
so, if high enough, it can change the ratio of supply to demand for 
labor and thus raise compensation. In a much more simple and 
direct way, however, the desire for a higher standard of living decides 
the minimum pay demanded by trades unions and operates to increase- 
earnings. More satisfactions will breed new wants, yet higher wages 
will be sought, and so the process will continue. In this way the 
“ideal’' standard of living is the key to the material progress of the 
industrial classes. 

272. Tin: NA'rURB AND EXldeN f OF POVERTY' 

The word “poverty” is, in ordinary usage, a])plicd indifTerenll\ 
to three distinct conditions: (a) economic inequality, (b) economic 
de])cndcncc, and (c) economic insufliciency. A man is said to be poor 
in mere contrast to his neighbor who is rich; this is economic in- 
equality. Almshouses and public relief minister to those who in the 
eye of the state are poor; this is economic dependence. Midway 
between the modestly circumstanced and the outright dependent 
arc the poor in the sense of the inadecpiately fed, clad, and sheltered; 
this is economic insulficiency. 

It is poverty in the sense of economic insufficiency— its wide 
extent, its assumed necessity, its tragic consequence— that forms the 
real problem. There arc great bodies of people in country and in city 
who from birth have less than enough food, clothing, and shelter; who 
from childhood must toil long and hard to secure even that insufficient 
amount; who can benefit little from the world’s advance in material 
comfort and in spiritual beauty because their bodies are under- 

* Adapted by permission from J. II. Hollander, The Abolition of Poverty, 
pp. 1-8. (Houghton Mifllin Co., 1914.) 
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nourished, tlieir minds over'll rained, and their souls deadened by 
hitter struf^gle with want. I hese ai e tlie re.il pooi of ('\ ery coinniiini ty 
-the masses who, not lackiuL^ in indu^tiv and tlnift, aie )'et never 
really able to earn enoue:li for diaent e\i lenee and who toil on in 
(on-tant fear that bare necessities may fail 

Neither racial qualities ikk national rhaiac teiiqu s amount for the 
j)re‘^encc of such j^ioveity It persists as an aci ompaniment of 
mo<iern economic life, in widely removeil (ountries amon^^ ethniiallv 
(lilTerent pcojdes. It cannot be identit'u'd with alien elements in 
native race stocks. Countries which liave for j^iMu'rat 10ns Ix'en 
relatively free from foreign inllux and have de\elo])e<l industiialism 
from within exhibit the same phenomenon of cc onomic want. \\ ]u)le- 
sale immiitration is likely to b(‘ altinided by uiban conitestion and 
industrial cx[)loitation, but these are supjilementary j)has('s of the 
problem of {loverty. I'iven in the Tnited States, wht're immi^iation 
his attained proportions unexample<l in the world’s history, tlune 
i^ no reason to believe that siuh inllux bearing in mind the part it 
has ])layed in creating and (ndarpdn.p^ industiial o|)poi lunity ha^ 
pf'rmanently affected the condition of jioveity. 

Appalling in its owm misery, this mass (d poverty takes on even 
[greater sif^nilicancc as the supjily source of pauperism. Not only is 
the interval between insuOiciency and dejicndeiue at all times narrow, 
but the inability to i>rovide ay^iinst mishap or calamity, indeed tin' 
\ ery conditions of body and mind w hi( h p^row out of undernourishment 
and ovcrcrow'ding make fatally easy the transition from self^suppoit 
to dependcmce. Poverty has thus been likene<i to a treadieious 
foot])ath encircling the liopcless morass of j)au{>eiism. d'hose who 
tiead it are in constant dangei, even with (In* exercise of care and 
toresight, of falling or of slipping or of biu'ng crowded off. 'I'his 
insecure foothold, once lost, is not likely again to be regained, 
the fallen are added to the w'retched of body or chronically 
dependent. 

The probable amount of such j)overty is as impressive as its 
evident quality. In the unfortunate absence of any direct enumera- 
tion, recourse must be had to reasonable conijiutaticm The remark- 
able study of the nature and extent of })overty in the United Stales 
made by Robert Hunter ten ytxirs ago, and still the only serviceable 
survey of the subject, sets forth that, in the industrial commonwealths 
of the United States, probably aj much as 20 [ler cent of the total 
{)opulation are ordinarily below the poverty line. If one half of thb 
estimate be applied to the other commonwealths, the conclusion is 
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that in fairly prosperous years “no less than 10,000,000 persons in the 
United States are in poverty.” In this computation a purely physical 
standard— “a sanitary dwelling and sutlicicnt food and clothing to 
keej) the body in working order” — defines the poverty line, with no 
nionelary allowance for intellectual, aesthetic, moral, or social recjuiic- 
ments. 

Hunter’s estimate seemed at the time incredible, even though 
the aggregate included 4,000,000 jiersons de[)endent upon some form 
of public relief; but the compulation was in harmony with tlie investi- 
gations of Booth in I'last London and with the iiKiuiry of Rowntnr 
in York. It has not only sinie maintained itschf against any serioim 
challenge, but it has found (onfii niation in otlur accredited studies 
of living conditions in this country and abioad. 

One of the most recent, as well as most instructive, of such 
investigations was made in the autumn of 1912 into the gencial 
economic conditions of the w 01 king-class of Residing, Kngland, b) 
the statistical method ofsamjiling. Accepting a (arcfully determined 
minimum standard for food, clothing, and other jiuichascs baielc 
sufheient to kei'p woikeis etfuient and dependents nourished, it 
was found that fioni 25 to 30 pi'r cent of the working-class popula- 
tion of Reading wi're, in 1912, so far as they were dependent upon 
eainings, pensions, or jio'^'-'Cs^ions, below this minimum standard 
lYirthei, it appcMied that nioieth.in h.df of the woi king-class childien 
oi Reading during some p<ii t of their fust fourteen \ eais lived in house- 
holds where the standard of file in (|uestion was not attained. Not 
all the towns of tlic United Kingdom would alTord so depressing an 
exhibit. But making all reasonable allow'ance, Mr. Bowley reached 
the conclusions that somewhat over 13 per cent of the industritd 
working-class population of Gre<it Biitain are below the standard at 
any one time, as compared with 15 5 fier cent in York and 25 to 3c 
per cent in Reading; that a very much larger projiortion of families 
pass below^ the standaid at one time or another, and that the i)roi)()r- 
tion of children affected is much gi eater liian the proportion of adults. 

273. CAUSES OF POVERTY* 

There are tw'o fundamental causes of poverty, related in their 
nature, but here distinguished for convenience of argument: (i) waste 
of human power; (2) ineciuitable distiibution of opportunities. 

‘ .Adapted by permission from J. A. Hobson, The Crisis of Liberalism , pp 162- 
74 (P. S. King & Son, Ltd., 1909 , 3 
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I. We produce as a nation an annual income of material }.'^oods 
and services estimated at al)out £1, >00,000,000 per annum, and this 
amount 01 money income is di^tiihuted as \\a<j;(.s, profits, interest, 
rent, etc,, to those uho own lahour-power, hii'^iiu'-s eiu'iyv, land, or 
capital, which contiibutes to tliis ouljiut. 'I'his sum of wealtli (some 
of it, alas, is “illth’M) sounds hit^, and is comjtl.u entl\ com]>ared with 
the smaller national income of a pu'ueiatioii a^o. In rcMlilv it is verv 
little compared with what we ('ouM produce if w'e applied intelligently 
and economically our existing pow’eis of jirodin lion. 

Economists are fond of dwelling ujion the delicate and elaborate 
mechanism of industry and commerce, woiking by intricate adjust- 
ment of jiarts to make and distribute commodities over the faci* of the' 
earth. In point of fact, the machine works very clumsily, with count- 
less dislocations, innumerable wastes of {lower, and almost intoleralile 
creaking. 

Much of this waste is visible Wherever we look we find during 
long periods of time great fiuantilH'^ of capital and labour lying idle 
unemj'iloyed, underemplo^aal, or misempfn'ed lxver\ where the 
waste of duplication, newv factories built when* the ('xisting plant is 
excessive, new sliops arising to di\ uh* t he custom of c-stablishi'd shops, 
the endless multiplic'ation of agents, bianclu's, ( omnn n la! c leaks, and 
travellers, the constantly growing proport ion of human energy dm wn 
off Iroin effective production to waste ful competition 1 do not say a!! 
comj)ct ition is wasteful our piascmt system recjuiri's comjielit ion 
But w'here si.x competing gnx'eis in a neiglihoiiihood do the dist 1 ibut- 
ing work which could be done by two, the work of the oilier four is 
costly w'aste. This is the norm.il state' over large are.is of m.innfac- 
ture and of commerce. 

But the invisible wastes, due to a failure to apply existing funds of 
knowledge to the actual work of |)rodu(.t ion, are still gri'ater. Anyone' 
acquainted with the sciences of chemistry and mechanics, who knows 
what is being done in various parts of the world by an intdliguit 
application of these sciences to the arts of manufacture, hy improved 
machinery, utilisation of waste, economies of power, will perceive 
that lack of clhcicnt education, ignorance, and apathy, absence of 
keen direction and bold experiment, w'eigh down enormously the 
I)roductivity of our nation. 

Is it not pretty clear that if England could stop these visible 
and invisible wastes, could organize her actually available resources 
for the production of wealth, she could treble or rjuadrui)le her outfmt 
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of material wealth without any increase of human strain ? It is evi- 
dent that poverty is not any longer necessary because the nation 
cannot make enough wealth to '‘go all around.’’ 

2. The main cause of poverty is ine(|uality of opportunity, 
because such ine(|uality implies a waste of productive power upon the 
one hand, bad distiibution or waste of consuming power on the other 

I'here is something pathetic in reading the history of the great 
(diartist movement to recall the enthusiastic confidence of the workers 
of tliat day in the immediate eflicacy of meie political machinery 
Give us, they said, shorter Parliaments, ballot, etc., and the will of 
the peot)le will find free expression in legislation for the common 
good. 

Most of the six ))oints of the Charter, not all, have been won, but 
now we need a new Peo})le’s Charter whth six new f)oints: 

a) The value and the use of land for the Peo})le. 

b) Public owmershi]) of the effective highwaxs of the countre, 
railways, tramwax’s, canals, and supjiression of the abuses of “ship- 
ping confeixMices,” controlling transj)ort on our waterxvax s 

c) Public organisation of ciedit and insuranc(‘, essentials of modern 
business. 

d) Full freedom of education; e<[ual access for all to the social 
fund of culture and of knowledge. 

e) E([ual access to public law. The entire cost of Justice ti) be 
defrayed out of the public purse, and the machinery of the laxv courts 
free to all citizens. 

/) The assertion of the popular powder to tax or control any new 
form of monopoly or inequality xvhich may spring up in the changing 
conditions of modern communities. 

It is right to add that, not even so interpreted, can this charter 
stand alone. Opportunities proverbially belong to the young. There 
is a mass of poverty which is past the age of opportunity, but xvhich 
no wise or humane nation can ignore. 

For this reason the curative })olicy here expounded needs to be 
supplemented by palliative measures xvhich cannot be defended as 
organic reforms, but xvhich belong to the realm of j)ublic charitv. 
Those who realise, not merely as a sentimental phrase but a scientific 
truth, the responsibility of society for poverty xvill not grudge the 
most generous outlay of public money for dealing gently and humanely 
with the debilitated and often demoralised lives xvhich form the social 
wreckage of our nation. 
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See also 112. What Mobility Really Involves. 
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274. 

SUtRdwSrLI) 

CURI'.S FOR POVlsRl’Y 


A‘ 

Wliatc'ver may be true of moie piimilue (ommumlic^, the thar- 
.u (ei i^tic note of modern po\ (‘i ly i'^ il^ U'-oc lal ion, not w il Ii jxm ^onal 
misfoi tunes j)eculiar to imlu idiiaL, but with tin* economu' status 
of |)artiLular clash’s and Odupilious d'he jiioblem of po\eil\', 
our t.t:em‘i ation undeistands it, i'^ not piimaiil) wliN’ ci'il.im ])c'o[)le 
fall into distress. Il is why the juodiut of indu^tiy is di-tiibutcsl 
m such a wav that, wliether jieople tall into di-tu'ss 01 not, lar}.;e 
Lpoups among them deiivc a nuMger, laboi ioiis, and highly ])H t.ii ions 
ii\iiig from industries from whieh smaller gioups appe.ir to (kii\e 
( ou'-ideiable afllueiice. d'he pioblem ol piewentmg poveily is not 
f)rimaiily to assist individu.ds wdio aie e\u ption.dl}' iiiiloitunate 
It is to make the noimal conditions under whuh masws of men work 
and live such that they may lead a lualthy, ind< pendent, and s(‘If- 
1 expecting life wdien they are Uid exceptionally unfortunate, so that, 
\shen they are exceptionally unfortunate, misfortune may not descend 
upon them with the crushing ua ight with wdiich it falls today upon 
large sections of the working clashes, for many ol whom an aecident 
or an error means economic luin. 

Im[)rovc the character of individuals by all means if you feel 
competent to do so — cs])ecially of those whose excessive incomex 
expose them to peculiar temptations. Ihis is a good in itself which 
needs no justification. But unemj)loyment, short time, and low 
wages fall upon the just and the unjust alike. Ancl assuming an 
absurd assumption — that you have eliminated all those who^e per.sonal 

* Adapted by permission from R II. Tawney, ‘ I'oviTty as an Industrial 
Problem,” Memoranda on Prohlemt of Poverty, II, 10 - 18 . (I he Ratan TeIa 
F oundation, University of London, 1913.) 
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characteristics cause them to fall below the average in energy and 
foresight, there still remains the fact that the normal conditions of the 
normal worker are precarious, that the barrier which separates him 
from actual distress is thin, and tliat his economic prospects are to 
a great extent, except in a veiy few well-organized industries, beyond 
control of himself or of persons like himself. If I am told tliat indi- 
viduals here and there do in fact succeed by exceptional effort or good 
fortune in doing what is called “rising,” I answer that this is no doubt, 
so far as it goes, a matter for congratulation, but tliat it leaves almost 
unaltered the general problems arising from the existence of economic 
incMjuality. “Sweating” docs not disapjiear from our towns because 
a certain number of those who arc sweated become, as tliey do, 
sweaters in their turn, any more than tadpoles disappear from our 
ponds because a large number of them are annually converted into 
frogs; and the vision of an Elysium to be attained by continuing to 
play with marked cards and simply shuflling the pack, by ever>'onc 
who is s(iue(VA‘d now watching for his opportunity of squeezing in 
the future, is, hap])ily, as impracticable as it is sordid. 

The reason for holding that the main problem with which the 
student of social conditions is concerned is not so much that of the 
man below the margin as that of tlic low normal standard, must be 
ju^tilied by an appeal to expeiicnce It is that if any group of people 
have what may be called, for want of a better phrase, adequate 
economic resisting jiower, they may usually be relied upon themselves 
to protect the weaker members of tlie group against tlic principal 
accident of life; whereas, if they have not, merely to supplement 
their immediate needs is often to pour sand through a sieve, a process 
at once tantalising and degrading to the performer, and positively 
maddening to the subjects of his operations, who want not to be given 
their living by someone else but to earn it under fair conditions for 
themselves. It is in proportion to its possession of such resisting 
power that a class is able, when some larger protective apparatus 
than the family is needed, to build up its own institutions with its 
own habits and ideals, to interpose a whole network of personal rela- 
tionship between the individual and either the offensive intrusion of 
synq^athetic outsiders or the bare machinery of bureaucracy. It is 
in Lancastershire, where labour is protected by factory acts and trade 
unions, not in East London, where it is not, that family life, co- 
operation, friendly societies, education, social institutions for a hun- 
dred different purposes, find tlieir fullest development. 
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Is it beyond the power of society to increase tliis capacity for 
resistance in those of its mcmbeis who are in a weak j)Osition ? Cer- 
tainly not— provided it really desiies to do so It is <lone in oin 
vpherc by public health legislation, in another by factory legislation, 
in a tliird by educatioa. It C done by action which substitutes 
u gular for casual employiuent, foi example by empk)\ mg a i)ermanent 
.talT on a weekly wage, which is the piactice at some docks on the 
(ontinent, instead of engaging men by the halt-day, which is the 
piactice, as far as I know, at all docks in l-aigland It is done by 
taxation which transfers economic sulplu'^es from j)ri\ate indiviiluals 
to the public. It is done by direct mlervenlion to raise wages, and 
tould tind should be done far more xigoiou'-lv and persistent Iv 

It is a mistake to think that economic K'sistmg jiower, il it dew eloj)s 
at all, must always devi'lop sj)ont.ineou>ly 'The possession of it 
depends on a combination ol f.iclois uliuh none hut the most for- 
tunate individual can deteimiiu* lor hims(dl- the dn-tiibutlon of 
[iroperty, the organi/ation of industry, the legularity of emjiKwment, 
the level of wages, tlic healtliinc‘--s ol the en\ iionment , and when il 
is ahsciit it is little use urging individuals to display llu' eli.iiachi- 
istics which develop spoiUaiieously when it is pieseiit 'bo exjxit 
an English agricultural l.diourer to exiacisc the thiift of a small 
landed proprietor, or a biicklayei’s kdjourer the inde[)c'ndenc'e and 
professional pride of a cotton-spinner, or a dock labourer, whose 
I'le is a weekly gamble botweam ,L’2 and nothing, the foiesight of an 
ollicial wdth a quarterly Sidaiy, is hbe asking jieojile to he (lean in 
.Manchester or free from sick news on the West Cloast of Africa 

Since one cannot skij) a geiici.ii mn, the admiiiistriitor concerned 
^vith the alleviation of existing dc -I itution will always have his hands 
f^tll. But on a long view social science, lik(‘ mi'dical science, is most 
piactical when it least considers what is inmuahately piacticable 
Xo one would suggest that it would h.ive bean better to spend the 
nioney devoted to discovering the bacillus w'hich {(reduces slecjhng 
'sickness to alleviating more of the individuals sulfermg Irom that 
disease; and no one should suggest that woik on industrial or sani- 
tary administrative organization is wasted because it docs not imme- 
•^iiately alleviate {poverty. It is less urgent, I would suggest, for the 
student of poverty to devote liimself to the considerati()n of the [jal- 
hatives with which the administrator, who lives in the present, is 
concerned, than it is to endeavor, to discover whether these things 
are really necessary or not. 
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Poverty is as unnecessary as malaria or yellow fever. Let thdi 
be slated once and for all. But there is a right way and there ate 
multitudes of wrong ways of trying to cure any of these maladies 
The so-called orthodox economist believes that if the state would do 
a few right things it would then be unnecessary to do the thousand 
and one wrong or ineffective things now being advocated iji behalf 
of labor.” 

Not only is poverty unnecessary, but we can have any degree 
of c({uality we w'ant if we are willing to pay the price and if we are 
willing to work in harmony with economic law rather than against it 
Moreover, we can have this c(juality without attacking the compet- 
itive system, the institution of ])rivate capital, of freedom of contract, 
of freedom of initiative and enteiprise, or any of the social institu 
lions which have helped us thus far in our progress VVe can have 
equality as between different occupations, and still leave every man 
to conduct his own business, everyone to And his own employment, 
every farm, shop, store, and factory to be run as private entcr])rise^ 
This would l)e as much better than socialism as a living organism 
better than a machine. 

After all is said that can be said about ])overty, we come back in 
our saner moments to the question. Why does the poor man’s laboi 
sell for so little ? Why does his service biing so Unv a price ? This is 
a question of value and price. Until wt arc willing to face this ques- 
tion and rea.son it out as \vc would the (piestion of the price of an} - 
thing else, we shall never get very far. The (piestion of the low price 
of the poor man’s labor resolves itself into the tw'o questions. Why is 
the demand for his labor so small ? and. Why is the supply so large 
When we are in a position to answer these two questions we shall then, 
but not before, be able to suggest constructive remedies. That i^, 
we can then begin to study how to make the demand greater and how 
to make the supply smaller. Working along this line, we can go 
as far in the direction of c(iuality as we really aire to, provided we are 
willing to work consistently and accept the consecjuenccs of equality 
when they come. We shall also lind that e(iuality is cjuite consistent 
with the private ownership of capital, with the comt)etitivc system, 
with freedom of initiative, freedom of enterprise, etc 

* Adapted by permission from T. N., Carver, Essays in Social Justice, pp. 349- 
51. (Harvard University Press, 1915.) 



CONCENTRATION 


709 


III. CONCENTRATION OF PRIVATE CONTROL OF INDUS- 
TRIAL ACTIVITIES 

A. Problems at Issue 

By concentration of private control of industr}' we mean ihc i)o\vei 
of a given individual or group of individuals to exercise an amount of 
control over industry quite out of proportion to their numerical 
importance. This control may be exeici^ed in one of two main way^: 
It may mean control of the apportionment of productive eneigv 
into various channels, or it may mean the contiol of tlie activitic's 
and operations of a given business, granted that i)ioductive eneigv 
has already been committed to this particular channel I'lii^ lalU i 
fonn of control may flow from a simple ownership of a controlling 
interest in tlie business, no mallei what foim of businc'^s oigani/ation 
may have been used; or fiom the use of vaiious devices in umneciioii 
witli tlie corporate form of organization, or fiom vaiious other con 
trolling devices which may or may not constitute what is poiiulaiK 
known as a “trust” or “industrial combination.'’ 

Concentration of the ownership of wealth and concentiation of 
])rivate control of industrial activities may or may not go hand m 
hand. Take the case of a capitalist who invests heavily in the bonds 
of a single company. Since he is a wealthy cajiitahst, we have hert* 
a case of concentration of tlie ownership of wealth d'liere is also 
concentration of private control of industrial activities in the sense 
that this capitalist is able through his ownership of wealth to direct 
social energy into a given channel. Once his wealth is in th.it ( hannel, 
however, he has little to say with respect to control of the activitie s 
and operations of the specific business, since he is only a bondholder 
Or, take the case of a wealthy capitalist wdio invests lightly in the 
bonds of many companies. Here also we have concentration of 
ownership and accordingly concentration of control of the flow of 
productive energy, but no concentration of control of the operations 
and activities of the businesses. On the other hand, if a wealthy 
capitalist invests heavily in the stocks of a single company, we have 
a case of concentration of owncrdiij), concentration of the control 
of the direction of productive energy, and, provided the amount of his 
holdings is sufficient, concentration of the control of the activities and 
operations of the particular bu.siness. If, finally, this capitalist invests 
very lightly in the stocks of man^ companies, we have concentration 
of ownership, concentration of control of the flow of productive 

24 
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energy, but there is nothing in the oise which necessarily means 
concentration of control of the particular activities of the plant. 

In this section, concentration of the control of the How of profluc- 
tive energy into various channels will not be considered at length 
d'he to})ic is a very imporUint one but it has already been treated to 
some extent in Selections 105-12 on the apportionment of productive 
energAg and it will be taken up again when we discuss the guidance 
of economic activity in chapter xii. In this present section our atten- 
tion will be given maiidy to a consideration of the concentration ot 
control of the activities and operations of given businesses, once it 
has been decided to commit productive energy to these enteq^rises. 

In [)oi)ular discussions of this subject, the trust or industrial 
combination movement has rc^ceived an amount of attemtion quite 
disproportionate to its importance. The trust mocement is, of course, 
a signifreant [drase of our modern indiistriid life, and it is clearly a 
case of concent I'ation of private control of industrial acti\'ities. If, 
however, this mono[)olistic jrhase of concenti*ation of control hail 
never taken place, we ''hould nevertheless be justified in giving 
extended treatment to the concentration of [irivate control of indus- 
trial activities, d'he occasion for this concentration is found in many 
of the outstanding fe.aturcs of our industrial system. The devices 
used in bringing the concent mtion about may or may not be devices 
which are also used in trust formation 

QUt-,srioN-s 

T. Define or cxqilain: (a) the one-man eor{)oiation, {(>) the voting trust, 
(0 limited voting, {(i) tiinuil.itive voting, (c) preferi-ed stock, (/) holding 
company, {^) trust, (//) mono[)oly, (/) pool, (j) interlocking direi torates, 
{k) cornmunrly interest, (/) reorganization, (;/i) rebates, («) merger, 
(o) amalgam. ilion, (p) vertical combination, (q) sequence combination, 
(r) horizontal combination, {s) Interstate Commerce Commi^^ion, 
(/) Federal d'rade C'ornm’ ^sion. 

2. “The corporation h.is m.ide possible a centralization of pow'cr.” Just 
how ? Is the corpoi.it ion an iiulisiiens.able antecedent of concentration ? 

3 ‘‘ \'cry frequently a solid block of 20 per cent of the stock of a corpora- 
tion will give elTective control of that corporation. Ordinarily it is not 
necessar>' to have .as high as 51 [ler cent of the stock in order to control.” 
How’ can this be true ? Would it be tme under a system of cumulative 
voting ? 

4 Explain in detail a process by which the holders of ten million dollars’ 
w'orth of securities may be able to control one hundred million dollars’ 
worth. 
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' W'hdt is meant by saying that the drift of modern nulusiry in America 
has caused the stockholder to have a small sense of responsibility.'^ 
Is It true? If so, why lias it oicimed? 

0 l)o >011 understand that a voting trust is designed to protect ininont\' 
stockholders or designed to guaiantee continuity of the policy desired 
by majoiily stockholders? 

; “In lime of reorganization the defenseless securit\ h<»l<lers must lake 
whatever plan is olTered, howe\er unjust ’’ On what giounds can this 
be said ? 

S “Concentration of control lan be bioughl about through the manipula 
tion of securities.” What does this im-an ? 

() Make a list of ways in which coipoiations mav be “associated ” 

10 “Interlocking rclat ionshijis are brcaight about for these reisons 
(a) inteilocking for linanc lal or credit |)uipcia {!>) interlocking fm 
industiial and commeicial puipo'C'>, {() inteilocking !oi the* puipose 
of construction and o])c ration, (,/) inli Imking to ic-'liain compcli 
lion.” Show how’ theie could be' .iiu ad\anl.!g< m ecu h ot thesffour 
c.ises. Is the advMutagc' to t he m inigcn orlo -o, i.m\ 

1 1 What is mcMiit by sa> ing that an iiitc :lo king dio ’oi.iU' luns < ounic 1 
to I he w’hole sc heme of oig.mization of t lu' < 01 pom' ion in 1 h.u it iicTinim 
a director to have contlu ting inleic Us 

12 Is there any causal c.oniicaion lx i ween the toiporition .ind the con 
centration of the owmeiship of wedili 

13 ” (Competition thescMlays tends to bei o iu‘ ( ui iluoit comjietition lie 
modem business man cannot know win n to sioj) c ompetmg He cannoi 
stop if he could know.” What cloc's this mean? How far is it 
tnie ? 

M ”'riie Interstate ('ommcrce .\c t of rSS; foi b nle pooling in railroads and 
ordeied them to continue coinjcelmg \ iie iiu-vit.ible consequence was 
a more permanent and solid form of c on ^olld.ll 1011 ” Wdiy was this 
an inevitable conseciuenc e ? 

Is ” I>arge-scale production lends strongly to pass over into monopoly ’ 
W hy or why not ^ 

t6 “Monopoly is merely the final st.ige of a sec|ucnee winch starts willi 
the introduction of machinery.” In whit sense is this ticc-'' Wdiat 1- 
the relation of indirect costs to the trust mocement ? 

17. Is monopoly a new problem? Make a list of as many forms of 
monopoly as you can. 

18. Can you cite any cases where a method of compe tition that woulci be 
deemed unfair in one industry or in one set of circumstances would be 
deemed fair competition in another industry or under another set of 
circumstances ? 

19 What is the standard which enables one to judge' whether competition 
’s fair or unfair? Draw up a list of the forms of unf<iir competition 
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20. Make a list of the various instrumentalities of concentration of control 
What ones may be parts of the trust problem ? What ones are inevi- 
tably parts of the tnist problem ? 

21. Were there any trusts before the industrial revolution? Why? L 
‘'trust’' synonymous with “monopoly”? 

2 2 “The emergence of our modern trust is closely connected with the fad 
that in our generation production has been outrunning market ’ 
What does this mean ? 

2j. “The trusts are the result of natural growth.” “The trusts are the 
result of artificial conditions.” With which of these quotations do 
you agree ? Why ? 

24 “Of course the trust originated in private gain. In some respects the 
private gain went hand in hand with social gain, in other respects witli 
social lo.ss. Sensible handling of the trust problem involves control 
which allows society to rea{) what advantages it can out of the trust ’’ 
What si)ecilic measures would such a policy involve? 

25 Review the alleged advantages of large-scale production. Considei 
whether, in each case, monopoly is necessary to secure that particular 
advantage. 

26 What, if any, is the relation of the trust to (a) the pecuniary organiza- 
tion of society, (b) machine industry, (c) the coiporate form of organi- 
zation, ((/) large-scale production, (c) the protective tarilT, (/) rail\\a\ 
rebates, {^) disciiminating piices, (//) factor agieements? 

27. In discussing the forces making for combination, one writer ditler- 
entiates between the “driving forces,” the “beckoning conditions," 
and th(^ “facilitating conditions.” Make as long a list as you can of 
each of these kinds of conditions. 

28 “The pool was the dominant form of combination from 1S70 to 1880. 
From 1880 to 1890 trustee control operated, bince 1890 we have used 
the holding corporation and other devices.” What were the difliculties 
with the pooling method of control ? What were the cliiTiculties with 
trustee control ? 

29. Many people are more disturbed over the concentration that has 
occurred among our financial institutions than they are over concen- 
tration in any other line of business activity. Is there good reason 
for this ? 

30. Draw up in parallel columns the charges made in Selection 295 and 
the answers made in Selection 296. Which seems to you to have the 
better argument ? Has the loser stated his full case ? 

31. In the table in Selection 294, railroad companies arc shown to hold a 
larger proportion of one another’s stock than of one another’s bonds. 
Why should this be true ? Is not a bond a safer investment ? 

32. Do you think that concentration bf control tends to bring about more 
stable conditions in business and to prevent the recurrence of crises ? 
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;3 Why should the regulation of railroads and of capitalistic monopolies 
be regarded as among the most triiical problems in so( ial organization ? 

1 Draw up in parallel columns the advantages an.l disadvantages of con 
centration of control. Do you need to sul)di\ide the ({lu'stion accord 
ing to social advantages and <lisad\ antages and indixi.lual advantages 
and disadvantages ? 

Can there be such a thing as a good big business? Ij not, is the reined\ 
to be found in diminishing the size of the business or in iin reusing flu 
size of government ? 

Federal incorporation is frefiuently urged as one means of (ontiolliiig 
our big businesses. In what ways would federal iiu oijjoiat ion assist 
in this conti'ol ? 

;;; Wdiat ciTcct would the abolition of prow \oting have upon (oiuentia 
tion of control? Wdiat would be the elUs I ol limited voting? 

Make a list of things whidi havc^ been done in tlw- field of corporation 
finance to counteract the evils of corn (mtr.ition in that fiM 
Wdiat is meant by the “sprinting contest’’ between legislators and 
coriioration lawyers ? 

;o “It is a great mistake to confuse the < orporation |)roblem with the tr ii a 
problem.” W hat are some of the issues of the ( orpoi.if ion problem ^ 
Wdiat are some of the issues of the trust problem ? 

11 Why should we be coruerned with jireveiiting certain kinds of iiilei 
locking (liiectorates ? Should w(* try to i)revent all interim king 
directorates ? 

Why do the corner grocer, the druggist, the barber give us no great 
concern? Are they made of steriuT moral fber than aie the railroad 
magnate or the tiiist firornoter? 

H “The necessary infeierue from the foregoing .mal_\sis is, thim, (i) that 
combinations arc inevitable, (2) that regulation is equally inevitabk' ” 
Do you agree ? 

4 1 “In some cases probably the regulation of trusts will have to go as 
far as the limitation or the fixation of selling puces p,ut in any case, 
(i) profits of promotion will have to be liimtisl, (2) the issues of 
securities supervised, (3) tlie separ.ition of ownership from control, 
through various combinations of securities, f>revented, (1) full pub- 
licity required; (5) interloiking directorates [irohibited though this 
is likely to avail little; (6) adequate taxation imposed, (7) jirogrcssive 
participation by gov'crnmcnt in the divi'lcmrls piovrch'd for ” ixxfil.iin 
the significance of each proposal 

45 Compare the program for limiting the cvdls of the trust in 1900 (Selec- 
tion 304) wdth the program of 1913-14 (Selections 30^ 8) W'hat are 
the outstanding points of similarity ? Of dilTerence ? 

46. “The history of trust legislation Vciirescnts an attempt to restore com- 
petition and to regulate its plane.” Do the Sherman Act, the 
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Seven Sisters of New Jersey, and the Acts of 1914 bear out this 
statement ? 

47. Characterize the policy underlying the trust legislation in this country 

48. “Concentration of private control of industry is merely one de\i((‘ 
to enable the modern business man to meet the risks of his day.” K 
this true ? If true what does it accomplish ? 

49. “After all, is there concentration of control today? Such things arc 
relative. Is control concentrated in relation to the size of the market 
and the scale of production?” What is the answer? 

B. The Corporation as an Instrument of Concentration 

275. CONTROL BY A D 0 :UIKAT 1 NG SPIRIT* 

In other cases a single enterpriser dominates the corporation and 
wields full authority. The stockholders elect his candidate to oflice, 
the directors defer to his judgment, the ofhcials act as his agents. I li- 
position may be firmly entrenched by outright ownership of a majontc 
of the voting shares, or it may rest upon personal influence over the 
owners of voting shares suflicient to carry elections. In tlicse “one- 
man” corporations the theoretical division of authority and function 
becomes a legal fiction. Practically, the dominating head of affairs, 
who may not be an ofliccr or even a director, corresponds to the old 
capitalist-ern{)loyer, except for the fact that he furnishes a far smaller 
proportion of the capital, carries a far smaller propoi tion of the per uni- 
ary risk, and performs a far smaller proportion of the detailed lairoi 
of superintendence. These limitations do not restrict, but on the 
contrary enhance, his power, because they mean that the indicidual 
who “owns the control,” or dominates those who own it, can deter- 
mine the use of a mass of property and labor vastly greater than hib 
own means would permit. 

Thus, while the corporate form of organization has niade a 
theoretical division of the leadership of business enterprises among 
several parties at interest, it has also made possible in practice a 
centralization of power. The great captains of finance and industr) 
wield an authority swollen by the capital which their prestige attracts 
from thousands of investors, and often augmented still further by 
w^orking alliances among themselves. Among the enterprisers of the 
whole country, this small coterie exercises an intiuence out of propor- 
tion, not only to their numbers, but also to their wealth. The men 

‘ Taken by permission from W. G. Mitchell, Business Cycles, pp. 33-34 
(University of California Press, 1913. Author's copyright.) 
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at the head of smaller enterprises, while legally free to do as they will 
with their own, find their field of initiative limited by the operations 
of these magnates. 

See also 136. Types of Business Orgatu/ations. 

138. Classes of Corporations. 

276. MlNORl'l'Y c:()X'I'kOL 
A‘ 

It appears from the evidenre that, \\h(‘re the pro|>erty is not lu'Id 
under a voting trust and where tlie stock ha^ its votin.t liehts, a small 
fraction is able to control a corpoiation if the holdings are wideK 
scattered, and that this is due mainly to the supineness and absence 
of initiative of stockholders in protec ting their mleiest>. 

In this connection the olTuers of great life insurance companies 
were called [before the committee] iind extracts from the minutes of 
their meetings of policyholders were pioduced, with the follo\Mng 
results: 

NEW YORK LIFE INSPK \NCK CO. 


Year 

1 Number of I’olu vlioMc rs 

Xuinbrr uf C'dlcs 
b> I'mIh \IimI I, 

1908 

About 900,000 . 

()i 

rf)09 ... . 

lU‘t ween 900,000 and 1,00s, 000 

32 

! oil 

About tlie same . 

41 




MUTUAL LIFE IXSURWCE CO. 


Year 

Number of rolityfudderj 

Number of Vot< » 
( .Lst Kv I'oIk y- 
hoMtis 

Remarks 

1908 

Aliout 600,000 .... 

93 


mo9 

About 600, CKX) 

130 


1911 

liclween 600,000 and 700,000 

i 3 ,S ?7 

Contested elcr 


The Equitable Life Assurance Society has about 50x3,000 policy- 
holders; approximately 25 to 50 vote at annual elections, the agency 
force is about 5,00x0. As the result of extraordinary cITorts to get out a 
vote, they sent out 500,000 requests for votes, with stamped envelope^- 
for reply, and in response received 22,000 votes. 

* Adapted from the Report of the ,Comnuttee to Investigate the Concentrahon of 
Control of Money and Credit, February 28, 1913, pp i 45~47 
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The situation that exists with respect to the control of the so-called 
mutual companies is in a modified way illustrative of all great corpora- 
tions with numerous and widely scattered stockholders. The manage 
ment is virtually self-perpetuating and is able, through the power of 
patronage, the indifference of stockholders, and other influences, to 
control a majority of the stock. 


An interesting case of concentration of control in my personal 
experience is the following: 

A corporation with an authorized capital of $5,000,000, half 
preferred, half common, each stock voting unrestrictedly, had, after 
its first year of organization, a total number of 14,000 stockholders. 

Fourteen thousand notices of the annual meeting procured an 
attendance of 12 stockholders. Of these 12 but one stockholder, hold- 
ing one $10 00 share, demanded a detailed financial statement, and 
when asked for the reason of his intense interest confessed that he 
wanted details only to assist him in forming a similar corporation in 
the church of which he was minister. 

277. PREFERRED STOCK .\ND CONCENTRATION OF 
CONTROL 

A» 

In most corporations all the stock is of one class and each share 
has an equal right to its proportion of the assets and earnings. Such 
stock is called “common ” because no share has any privileges which do 
not attach to all the other shares. In general, common stock may be 
defined as stock which does not possess any special or peculiar rights. 

Other corporations, however, set aside certain amounts of stock 
in a separate class and grant to this class specific privileges. Such 
stock is called preferred. The usual preference consists in giving a 
fixed dividend to the stock preferred before any payment whate\er 
is made to the common stock. This dividend may be “cumulative", 
that is, if profits are not enough to pay it in full in one or more years, 
the unpaid poition remains as a claim against earnings that must be 
settled before any payment is made to the common stock. Or it may 
be “ non-cumulative that is, if profits in any year, including usually 

* Taken from an unpublished statement of Julius Kahn. 

* Adapted by permission from W. H. Lough, Corporation Finance, pp. 71-73 
(De Bower-Elliott Co., 1909. Author’s copyright, 1917.) 
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the accumulated profits of preceding years, are insufficient to cover 
the preferred stock dividend, the unpaid portion is wholly lost to tlie 
preferred stockholders, no matter how large the earnings in succeeding 
years may be. 

The stock may be preferred as to assets, as well as dividend, 01 
as to both. 

It may be a convenient means of separating a coinpafiy’s stock 
into different voting classes. Sometimes the pieferred stock has no 
vote at all; sometimes it elects a limited number of stockholders. 
In cither case the owners of the majority of the common stock may 
('lect a majority of the board of directors, '\ heiefore, a much smallei 
interest will control the business than would be necessary if all the 
stock issued voted alike. 

B* 

The New England Investment and .Security ('o. controlled the 
following properties: 

The Worcester Railways and Investment ('0., which controlled 
The Worcester Consolidated Street Railway Co., whith 
leased: 

The Worcester & Webster Street Railway. 

The Webster & Dudley Street R.iilway. 

Idle Springfield Street Railway, a consolidation of: 

The Western Massachusetts Street Railway. 

The Springfield & Western Street Railway. 

The Milford, Attleboro & Woonsocket Street Railway. 

The Interstate Consolidated Street Railway. 

The Attleboro Branch Railroad. 

The whole outstanding common stock represented a par value of 
$100,000. The preferred stock, largely held by investors in Spring- 
field, Worcester, and Boston— 'The public”-- and of a par value of 
$4,000,000, was legally in the position of a minority. 

The owners of the 1,000 common shares selected four of the seven 
trustees, and the owners of the 40,000 preferred shares selected but 
three. 

It was possible thus for the owners of a majority of the $100,000 
common stock to dictate the policies of this group of railways that 
comprised a capital of over $4,000,000. 

See also 127. Types of Investment Credit Instruments (Stocks). 

‘Taken by permission from G J Shoholm, The Boston Social Survey, p 10. 
(Author’s copyright, 1916.) 
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278. VOTING TRUSTS* 

Another method of protecting the interests of minority stock- 
holders and of the creditors of a corporation is the formation of a vot- 
ing trust. "J'his is an agreement under which a majority of the voting 
stock of a corporation is placed in the hands of trustees who are 
authorized to vote it under whatever limitations may be prescribed. 
The trustees usually issue in return for tlic stock so deposited “voting 
trust certificates/’ whidi certify that the stock is held in trust by the 
trustees and which may be sold and transferred in the same manner as 
certificates of stock. As the trustees are usually men of high standing 
who are under instructions to vote the stock for certain officials or in 
behalf of certain measures, the minority stockholders may safely feel 
that so long as the agreement exists no radical change in the polic}- 
of the corporation can take place, and the rights of all stockholders 
alike will be respected. 

A voting trust agreement which seriously restricts the freedom 
of the majority stockholders of a corporation is, of course, not likel v to 
be acceptalile to those stockholders. The agreement, therefore, as 
might be cx[)cctcd, is not often made except under strong pressure. 
It is most frequently used either when a corporation is first formed 
and can secure additional ( apital on no other terms, or when a ( orpora- 
tion is in financial dillicultics and its creditors are in a position to 
demand that the management be intrusted to certain men and that a 
well-defined policy be pursued. 

279. MANIPULATION TIIROUCir BROKERS* 

The s(()(ks of the so-called “public” coiporationh— the stocks 
that arc lifted and actively dealt in on the Stock Exchange — are 
usually to a (onsiderable extent in the hands of brokers who have 
bought them for customers on margin and hold them as security for 
the payment of the balances owing them on the purchase. These 
stocks arc the jiawns in the gambling game that constitutes the great 
bulk of the dealings on the Exchange. They arc usually carried on the 
books of the corporation in the brokers’ names, although the stock 
certificates are constantly passing from hand to hand among the 

‘Taken by permission from W. H. Lough, Corporation Finance, pp. 77-78. 
(De Bower-Elliott Co., 1909. Author’s copyright, 1917.) 

* Taken b\' i)crmission from an address by Samuel Untermyer, delivered at the 
meeting of the Commercial Law League, luly 27, 1916, pp 26-27. 
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brokers without apparent change of ownership on the stock books of 
the company. 

In the very rare instances in whi. h disgusted stockhol^icrs outsicic 
the Wall Street circle, driven to de'^j)eiatu)n bv mismanagement or 
wor^e by their trustees, are so rocklc'S or foolish as to imagine that 
they can change the control under existing law, the “insiders” gather 
in the proxies from the brokers in who^c names these pawns aie 
registered and in whi( h the brokers ha\ e no interest c\( ept as pledgees, 
rhe speculating owner who owes his bioker money on the stock, for 
\'.hich, by the way, the broker secs to it that he is and lemains anijily 
secured, has no voice in the matter, 'bhe bioker should not be 
permitted to vote this stoc k without the written consent of the owner, 
and the Stock Exchange, iivstead of encoui aging him to do so, should 
not jiermit it. the law should recjuiie e\eiv person to accompain 
Ills vote with an oath that he is the beneticial owaicr, 

280. CONCENTR.VldO.N rilROlKdl RIvORtJANIZA'nON 
A' 

It is not unusual for the intciests that prompt the leceivership to 
set the stage for reorganization hcfoie the appointment of the reeeueis 
IS made. This is done by selec ting a committee of eimiU'ntlN' resjiec t- 
able ligmrehcads, usually comjiosed of bankers and nuni < ounce ted wii li 
tinaiKial institutions w'ho arc named by the jiiominent banking house 
aliich contiols the reorganization as S3'ndi(ate manager 'I'lie mcm- 
hers of the committee rarely have any suhstantril interest in the 
Iiropcrty. 

The committee publishes a call for the deposit of sec unties with 
them under a drastic form of agreemcuit containing extraordinary 
powers, d'he influence of the banking house and of the meunbers of 
tiie committee in the financial world is such that, with the aid of the 
brokers who hold the securities as collateral to loans and in other 
'\ays, they secure such a hold upon the see unties that the scattered 
securityholders have usually no allcTiialive but to assent to the })lan 
of reorganization. 

Unless there happens to be a concauted movc'mc'nt among the 
securityholders for their protection, which is vc-ry difiK uli and rarc-ly 
happens, these reorganization committees hc-gin their activities as 
self-constituted guardians of other peojile's property. When the 

* Taken by permission from an adfire-s delivered lj> S.irnuel L’nlermycr at a 
meeting of the Commercial Law League, July 27, 1916, p() 19-22 
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securities have been deposited with them, they secure such a grip 
on the property that the scattered owners have in effect no voice 
in the formulation of the plan for the reorganization of their property 
No matter how unjust the plan may be to a given class of security- 
holders, or how unfairly it may discriminate between one class and 
another, they are helpless because of the large sums usually reejuired 
to rehabilitate the property and the diOiculty of concerted action 

The proceeding is extra-judicial from beginning to end. The 
courts have no control over it. If a securityholder does not happen 
to like the way in which his property is being dealt with by strangers 
to it, whose only interest is in making money out of his misfortunes, 
his only remedy is to attend the sale and bid upon the property in 
comj)etition with the committee, which alone holds the bulk of the 
securities and can deliver them in payment of the purchase price 
This means that his position is impossible and that he is forced 
to subscribe to any terms that the committee may impose on his pai 
ticipation in the reorganization. The committee controls the judici.i ' 
proceedings. When it is ready to reorganize, the court is asked t(» 
sell the property at public auction. As the committee then speaks 
for the securityholders, the court has no alternative. The so-called 
“sale” under these conditions is always a farce. The property is 
invariably bought by the committee at the upset i)rice fixed by the 
court - just about enough to pay the receiver’s certificates that have 
been issued by the court against the property and the vast expenses 
of foreclosure. 

Our archaic, extravagant, and utterly indefensible procedure for 
the reorganization of insolvent railroads has furnished these banking 
groups the opportunities, of which they have not been slow to avail 
them.selvcs, of securing the dominating relation that they now hold to 
many of our leading railroad systems. At one time or another within 
the past thirty years the bulk of our railways have gone through 
insolvency and receivership. The proceedings are sometimes insti- 
gated by the management through a friendy creditor (and are then 
generally collusive in their inception) or through the trustees for bond- 
holders with the co-operation of the company. The railway company 
admits its insolvency, consents to the receivership, and one or more of 
the officers under whose administration insolvency was brought about, 

• Adapted from the Report of Committee to Investigate the Concentration oj 
Control of Money and Credit, February 28, 1913, pp 148-49. 
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or their nominees, is made a receiver, and -omelimes the sole recei\er. 
Neither creditors nor stockholders, who are the parties really inter- 
ested, are notified or have an opportunity to be heard, either on the 
question of insolvency or of the personnel of the receiv ers The sta^te 
has been set in advance and so we find that simultaneously with tlie 
appointment of the receivers, or [leihaps before, a self-coiiMtute.I 
committee is announced, frequently con^istin^,^ of men well known in 
the financial world, most of whom ha\e no interest in the pioperty, 
selected by a leading banking house They invite the deposit of 
securities for mutual protection 

d his committee in due couise presents a plan foi tlu‘ organization 
of the property. If the sei urityholdeis do not like it, tlnar only 
alternative is to form another committee, if they (an arrange to 
combine their scattered forces and find inthuntial men who liave th(‘ 
(ourage to oppose the banking house and who ('an finaiKe the cash 
requirements of these colossil transa( tions in hostility to the banking 
house that was first in the held It is not easy to find sin h men 
ft is becoming daily more dilTnult and it is w’ell-nigh imfiossihle to 
find rival banking houses to lead the opposition 

The usual outcome has been that the defenseless sei urityholdei s 
lake whatever jilan is offered, however unjust, as against the alterna 
live ^)f being entirely wiped out through the sale of the propi rty undei 
foreclosure. These plans have usually i)rovid(‘d that the securities 
of the new or reorganized comjiany shall be placecl for a lei m of years 
in a voting trust named by the bankers, fn (hat way and as the 
result, also, of reorganizations in which there was no voting trust, 
but in which the initial officers and directors were namcal by the 
bankers as reorganization managers, banking domination of the 
tollowing railroad .systems was secuiaal by Me^sis .Morgan, and 
Kuhn, Loeb & Co. : 

First. The Baltimore and Ohio, where Kuhn, Loeb & Co., with 
Speyer & Co., were the reorganization managers, the plan of reorgan- 
ization being approved by J. P. Morgan & Co., and Mr. Coster of 
that firm, becoming a voting trustee. 

Second. The Chcsajieakc & Ohio, where the reorganization 
managers w’ere Drexel, Morgan & Co., as the present firm of J. P. 
Morgan & Co., was formerly named. 

Tliird. The Cincinnati, Hamilton & Dayton, where Morgan & 
Co. were the reorganization managers and Mr Mtirgan is a voting 
trustee, the voting trust being still in force. 
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Fourth. The Chicago Great Western, where Morgan & Co. were 
the reorganization managers and JMr. Alorgan and his associate, 
Mr. Baker, are voting trustees, the voting trust being still in force. 

Fifth. The Erie, where Morgan & Co. were the reorganization 
managers and Mr. Morgan became a voting trustee. 

Sixth. The Northern Pacific, where Morgan & Co. w'ere the 
reorganization managers and Mr. Morgan became a voting trustee 

Seventh. The Pere Marc^uette, which w'as reorganized by 
Morgan & Co. 

Eighth. The Southern, u'hich was reorganized by Morgan & Co . 
Mr. Morgan and Mr. Baker becoming voting trustees and still con- 
tinuing as such. 

Ninth. The Reading, wEich was reorganized by Morgan & Co , 
Mr. Morgan becoming a voting trustee. 

Tenth. The Union Pacific, wEich was reorganized by Kuhn, 
Loeb & Co. 

281. IN fERLOCKING DIREd'ORAd ES AND ASSOCT.VrED 
CORPORAflONS 

A* 

An interlocking directorate seems by its terms to denote mutual 
exchange of directors betwTen associated corporations, each cor- 
poration being represented designedly on the board of the other 
But if the term ever was so narrowly used, it has now' ])een wadened 
materially in scope. It no longer necessarily suggests the practice 
of exchange of representatives. Two corporations w'ould be inter- 
locked in their directorates were a member of one board to secure hi^ 
election oji another; that is, were a member of the board of Cor[)ora' 
tion A to be made a member of the board of Coiporation B without 
B of its own volition seeking any lepresentation on the directorate 
of A. By a strict use of terms these two corporations would be locked 
but not interlocked. I shall confine myself to “associated” cor- 
porations, for w'hile interlocking can be said to exist whenever direc- 
torates contain the same individuals, no matter how remotely related 
the two corporations may be, yet such remote affiliations have no 
great economic signilkance. The essence of the relationship wdiicli 1 
propose to discuss lies in the mutuality of interest of the comiected 
corporations. 

* Taken by permission from F H. Dixon, “Interlocking Directorates in Rail- 
way Finance,” Journal of PolUical Economy^ XXII (1914), 937-^8. 
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But we shall not reach the herirt of the p!i>hlem if wc confine our 
attention to service as director^ by the s:ime individuals on boank 
of associat.'d corporations \^'e ^liould be ua^ardiiu,' tlie mere form 
of tilings and overlooking the substance. What concerns us is th<' 
interlocking of interests in such manner as to ellect a substantial 
influence upon the policy of both corporations do be sure this may 
be most directly accomplished by the election of tlu' same inili\’idual 
to both boards; but it may ako be- attained in some indiiect manner, 
as by a substantial stock owirisIu]) u'^ulting in a recjia^t lor lep^'^'' 
sentation on the director.itc'. Siuh representative may bi“ a peison 
of capacity and initiati\e oi a mere duniin\, but the denied intei 
locking is elTective in eithei case It therefoie soeins pioj)er to widen 
our definition so as to bring under our lon-ideration not onlv tlu‘ 
individuals with large interests in associated corpoialioiis but then 
representatives as well I'ln.dl)', for any adeepiate treatnunit of tlu' 
ciuestion it is nece''sary to iia hide not only diiectois of coipoiations 
but also officers, foi many ol t Ik' probhaus ot iiitei Io( king now oc e iip\’ 
ing attention arise out of si t ua t ions with which diua toi s of a coi poi .i- 
tion as such have had little to do 

Confining our attention to tlie probhan of inteilocking as it con 
cerns the railways, our di''CU''"'ion f.dk natuially into foui dicnioiR, 
.iciording to the pur[)ose in mind in the crcMtion ot tlu* inteilocking 
relationship: (i) interlocking for lin.ini lal or ck dit ])urpos( s, (2) int( i 
locking for industrial and commeK i.d puipo-^ >, of winch the piuu i|>al 
one is the purchase of supplies, ( \) iiiti ilocking for the purpose ot 
lailway construction and opeiation, (4) interlocking to restrain 
competition. 

B' 

Combined power of Mote^an C" Co.^ the in aiional, aftd National 
City banks. — First, as regards banking ri'sources: i be resources of 
Morgan & Co. are unknown, its defiosils are $163,000,000. Ihe 
resources of the First National Bank are $150,000,000 and tho^c oi its 
appendage, the First Sccunt\ ('o , at a \ery low’ estimate, $35,000,000 
Flic re.sourccs of the National (ht\ Ikink are $274,000,000, tlajsi 
of its appendage, the Nation. d C ity Co., are uiiknoAii, liioiigh the 
capital of the latter is alone $10,000,000. I hus, leaving out of 
account the very coiisidei.dde pail w'hieh is unknown, the institutions 
composing this group have lesouncs of upward of $632,000,000, aside 

‘ Adaj)tt(l from the Report of th, 'Ccmwitlce to Investi^aU the, Concentration oj 
LofUrol of Money and Credit. J-chruary 28, igi3, pp 8C 89 
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from the vast individual resources of Messrs. Morgan, Baker, and 
Stillman. 

Further, as heretofore shown, the members of this group, through 
stockholdings, voting trusts, interlocking directorates, and other rela- 
tions, have become in some cases the absolutely dominant factor, in 
others the most important single factor, in the control of the following 
banks and trust companies in the city of New York: 


a) Bankers Trust Co., resources $ 205,000,000 

b) Guaranty I'rust Co., resources 232,000,000 

c) Astor 'l>ust Co., resources 27,000,000 

d) National Bank of Commerce, resources 190,000,000 

e) Liberty National Bank, resources 29,000,000 

/) Chase National Bank, resources 150,000,000 

g) Farmers Loan & Trust Co., resources 135,000,000 


in all, 7, with total resources of $ 968,000,000 

which, added to the known resources of members of the 
group themselves, makes 1,600,000,000 


as the aggregate of known banking resources in the city of 
New York under their control or influence. If there be 
added also the resources of the Equitable Life Assurance 
Society controlled through stock ownership of J. P. 

Morgan 504,000,000 


the amount becomes 


$2,104,000,000 


Second, as regards the greater transportation systems: 

a) Adams Express Co. 

b) Anthracite coal carriers. 

c) Atchison, Topeka & Santa Fe Railway. 

d) Chesapeake & Ohio Railway. 

e) Chicago Great Western Railway. 

/) Chicago, Milwaukee & St. Paul Railway. 

g) Chicago & Northwestern Railway. 

h) Chicago, Rock Island & Pacific Railway. 

0 Great Northern Railway. 

j) International Mercantile Marine Co. (through a voting trust). 

k) New York Central Lines. 

0 New York, New Haven & Hartford Railroad. 

m) Northern Pacific Railway. 

n) Southern Railway. 
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0) Southern Pacific Co. 

р) Union Pacific Railroad. 

Third, as regards the greater producing and trading corporations; 

a) Amalgamated Copper Co. 

b) American Can Co. 

с) J. I. Case Threshing Machine Co. 

J) William Cramp Ship and Engine Huilding Co. (through a voting 
trust). 

f’) General Electric Co. 

f) International Harvester Co. 

,e) Lackawanna Steel Co. 

/:) Pullman Co. 

t) United States Steel Corporation. 

Fourth, as regards the greater public utility corporations: 

(z) American Telephone and 'Telegraph ("o 

b) Chicago Elevated Raih\a>s 

c) Consolidated Gas Co. of New ^'ork. 

J) Hudson & IManhattan Railroad (large stockholdings). 

c) Inlcrborough Rapid Transit Co. of New ^'ork (market ing securil ics). 

f) Philadclpliia Rapid dVansit Co. 

Western Union d elegraph Co. 

Summary of directorships held by these members of the group . — It 
a[)pears that firm members or directors of these institutions together 
hold: 

One hundred and eighteen directorships in 4 banks and 3 trust 
(ompanies having total resources of $2,679,000,000 and total deposits 
of $1,983,000,000. 

Thirty directorships in 10 insurance companies having total 
<i''scts of $2,293,000,000. 

One hundred and five directorships in 32 transportation systems 
having a total capitalization of $11,784,000,000 and a total mileage 
(excluding express companies and steamship lines) of 150,200. 

Sixty-three directorships in 24 producing and trading corpora- 
tions having a total capitalization of $3,339,000,000. 

Twenty-five directorships in 12 public utility corporations having 
a total capitalization of $2,150,000,000. 

In all, 341 directorships in 1^2 corporations having aggregate 
resources or capitalization of $22,245,000,000. 
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282. THE HOLDING COMPANY* 

In the case of certain systems the so-called holding company 
takes a prominent part. By holding company is meant a corporation 
which exists merely for the purpose of holding and dealing in the 
securities of other corporations. 

The Atlantic Coast Line Company was chartered in Connecticut 
in 1889 for the purpose of consolidating under one ownership the net- 
work of southern railways along the Atlantic coast, these railways 
being amalgamated in 1900 into the Atlantic Coast Line Railroad 
Company. The Atlantic Coast Line Company, the holding company, 
on June 30, 1906, owned (including capital stock subscribed for but 
not fully paid) $25,266,300 out of $50,134,200 of the stock of the 
Atlantic Coast Line Railroad Company, or a little over 50 per cent. 
It also owned $11,500,000 of the bonds of the same company. This 
stock ownership carried with it equities of very great value. This 
becomes clear when we observe that the Atlantic Coast Line Railroad 
Company owned on the same date $30,600,000 out of $60,000,000, or 
51 per cent of the stock of the Louisville & Nashville Railroad Com- 
pany. This latter corporation and its controlling railway, tlic 
Atlantic Coast Line Railroad Company, were the lessees of the rail- 
way properties of the Georgia Railroad and Banking Company; and 
the Louisville & Nashville Railroad Company, jointly with the 
Southern Railway Company, owned 88 per cent of the stock of the 
Chicago, Indianapolis & Louisville Railway Company. The capital 
stock of the Atlantic Coast Line Company was reduced in ]\Iay, 1897, 
from $10,000,000 to $5,000,000 by the issue of certificates of indebted- 
ness in lieu of the shares retired. In 1898 the stock was again restored 
to the original amount of $10,000,000 by a stock dividend of 100 per 
cent, representing the accumulated profits. The company had 
outstanding on June 30, 1906, $10,500,000 of stock (excluding $2,100,- 
000 of stock subscribed for but not fully paid) and $13,000,000 of 
certificates of indebtedness. It therefore appears that an ownership 
of slightly over $5,000,000 of capital stock in this holding company 
controlled solely and jointly through ownership and lease a railwa} 
system of over 11,000 miles in extent, with a capitalization of over 
$725,000,000. 

‘ Adajited from Interstate Commerce Commission, Special Report No. /, “Inter 
corporate Relationships of Railways in the United States, as of June 30, 1906," 

pp. 31-34. 
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The accompanying diagram will make clear the more im}K)rtant 
intercorporate relationships of the Atlantic Co<ist Line System. 



Control of or over a corporation niean-^ ‘‘abilitv to determine the 
action” of that corporation. Control ha-^ been das^ilied under eight 
dilTerent headings: 

a) Right to possess all the propjerty of the corporation except 
its instrumentalities of organization. 

' Adapted from Interstate Commrru Commission, Speiial Report So i, “Inter- 
corporate Relationships of Railwa>s m* the United States, as of June 30, 1906, 
^P. IS-16. 






728 


INDUSTRIAL SOCIETY 


b) Right to possess all the property of the corporation except its 
instrumentalities of organization, its money, and its choses in action 
other than corporate securities. 

c) Right to possess such portion of the tangible property of the 
corporation as is capable of being employed in discharging its specific 
duties. The principal form of control contemplated under this class, 
as well as under class (^), is the control elTectcd through lease, class {b) 
differing from class (c) only in the extent of the property and interests 
covered by the contract. 

d) Right to exercise the major part of the voting power attached 
to the shares of stock and other securities of the corporation. 

e) Right to name the major part of the board of directors of the 
corporation, whether by virtue of voting trust agreement or by virtue 
of title to securities or otherwise. 

/) Right to foreclose a first lien upon all property of the corpora- 
tion. 

g) Right to foreclose a first lien upon a major part of the propert} 
of the corporation. 

h) Right to determine the action of the corporation in a specific 
respect or respects. 

This last class is intended to cover any peculiar forms of control 
not included in the other classes. Under this class would fall control 
through advances for construction purposes. 

It will be observed that the various forms of control here defined 
may be classified roughly into ownership and lease. 


The American Tobacco Company not only controls the other three 
principal companies named below, but is itself a great manufacturing 
concern, and it also directly controls a large number of other sub- 
sidiary companies. 

The American Snuff Company with its subsidiary companies, is 
exclusively concerned with the manufacture of snuff. 

The American Cigar Company, with its subsidiaries, handles the 
cigar business of the Combination, including the manufacture of ordi- 
nary cigars, cheroots, and stogies in the United States and the manu- 
facture of cigars and cigarettes in Cuba and Porto Rico. 

* Adapted from the Report of the Conimissioner of Corporations on the Tobacco 
Industry, 1909, I, 14-19. 
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The British- American Toljacco Company is distinguished from 
the others by being confined to export busine^s^and to the manu- 
facture and sale of tobacco in foreign countries. 

The American Tobacco Comjiany holds considerably more than 
I majority of the caj)ital stock of the American Cigar and Kritish- 
American companies and over 40 per cent of the stock of the American 
snufT Company. By reason of the fact of certain large individual 
^ockholdcrs in the American Snuff Company, and by reason of the 
identity of pur[)oses, the American Snuff Company ma)’ pro|)eil\’ 
he considered as controlled by the Ameiitan 'fobaico Company. 

Aside from these four principal (om{)anii“>, there are 82 other 
companies in the Combination which do business in the United 
States, Porto Rico, and Cuba, besides a considcTablc number con 
trolled by the British-Amcrican 'bobacco Comp.iny, which do biisine'^^ 
in other countries. In practically eveiy one of these 82 com{)anies, 
a majority of the stock is held either by one of the four pi Inc i[)al com- 
panies or by some company subsidi.uy to them. In a large number of 
cases the entire stock of the^e subddiaiy comjtanies is thus held 
The Combination in buying stocks has aiiiiarently sought control 
even more than investment. 

The American Tobacco Company itself controls dirc'ctly oi 
indiiectly 47 of these subsidiary companies aside from controlling the 
3 jirincipal subsidiary combinations, d'he AmcTican SnulT Company 
controls 6 other companies, the Ameiican Cigar Company 26, and 
the Bi itish-American Tobacco Company 3, as well as many subsidiary 
ccmipanics operating in other count lies. 

The American Tobacco Comjiany, therefore, stands in a con- 
ti oiling position over the entire Tobacco Combination with its 80 
companies operating in the United States, Porto Rico, and Cuba. 
The control of the American Tobacco Comiiany itself rests in a very 
few' hands. That company had at the end of 1906 a total capitaliza- 
tion of a little over 235 millions, including bonds, but of this cajiitaliza- 
tion only about one-sixth — namely, the common stock, amounting 
to a little over 40 millions — has voting power for the election of 
directors for the ordinary management of the business. 1 he great 
bulk of the common stock is held by members of the directorate 
of the American Tobacco Comjiany and their intimate associates. 
Ihe 28 directors and 4 other stockholders together own 77 per cent 
of this stock. Indeed, the 10 largest stockholders, 7 of w'hom arc 
directors, together hold over 60 per cent, and these 10 alone can 
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therefore readily dominate the entire Combination. They are J. B. 
Duke (president of the company), A. N. Brady, 0 . H. Payne, P. A. B 
Widener, Thomas F. Ryan, B. N. Duke, G. B. Schley, the banking: 
and brokerage firm of Moore and Schley (chiefly as agents for clients), 
and the estates of W. C. Whitney and W. L. Elkins. 

The total capitalization of all the 86 companies making up the 
Combination in the United States, Porto Rico, and Cuba amounted 
at the end of 1906 to $450,395,890, consisting of about 130 millioiN 
of preferred stock, about 183 millions of common stock, and about 
137 millions of bonds. 

C. Other Instruments of Concentration 
284. FORMS OF COMBINATION^ 

An outline classification of combinations, then, would run some- 
what as the following: 

I. Simple Combinations: 

I. Association (direct combination of natural [icrsons as in partnerships) 
11. Compound Combinations: 

1. Association (the loosest agreements directly between individual 
members of different associations: trade “associations,” some simple 
“agreements,” etc.). 

2. Federation (combination of organizations which remain separate and 
retain considerable autonomy: most simple “agreements” and pools) 

3. Consolidation (combination of organizations in which, while mem- 
bers may remain nominally separate, direction of business is fused) 

a) Partial consolidation: 

(i) Securities holding (direction of business organizations con- 
solidated through stock ownership, with separate existence 
formally maintained). 

b) Complete consolidation: 

(1) Merger (complete consolidation, members of one busine^s 
organization absorbed by another). 

(2) Amalgamation (complete consolidation, members of two or 
more organizations coalesce to form a new organization). 

From a more strictly economic point of view, all combinations 
may be classed as trade-combinations and industry-combinations. 
The trade-combination is a horizontal or parallel combination, as it 
were, for it reaches out and unites organizations which are competing 
on the same plane, or in the same trade, or which are in the same 

* Adapted by permission from L. H, Raney, Business Organization and Com- 
bination, pp. 131-32. (The Macmillan Co., 1914.) 
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general line of business. This has been the most frequent type 
nf combination and the one most invei^^hcd against by the public. On 
the other hand, an industry-combination is a vertical or sc(]uence 
lombination in that it unites organizations whkh are on dilTerent 
[hanes and which represent the successive stages or “trades” within 
an industry. 

285. A CLASSIFICATION OF AGRKKMKNTS* 

To facilitate an understanding of agreements the following 
attempts at classification are presented: 

A. As to scope and membership: 

I. Local. 

1. Trade Conditions. 

a) Sellers (with or witliout sales agency). 

(1) Manufacturers, growers, etc. 

(2) Wholesalers or jobbers 

(3) Retailers. 

(4) Wholesalers and retailers. 

(5) Manufacturers and jobbers. 

(6) Manufacturers, jobbers, and retailers. 

b) Buyers (as under u), but not so full). 

2. Prices. 

a) Sellers (as under I, u)), “Factors' Agreements” included). 

b) Buyers (as under I, />)). 

3. Output, and Prices and Output. 

II. State and National (as under I). 

III. Inikrnational (as under I, but perhaps not I, i, a), (3), (4), (6)). 

B. As to methods: 

I. Monopolistic (generally secret). 

1. Gentlemen’s agreement (generally voluntary). 

2. Contract agreement. 

o) Voluntary (with or without a sales association). 

(1) Without forfeit. 

(2) With forfeit. 

(a) Refusing to sell to or buy from violators. 
lb) Boycotting. 

(c) Pledge deposit. 

(d) Fines. 

(e) Use of patents. 

b) Involuntary or compelled (with or without sales association, as 
under a)). 

‘Taken by permission from L. H ll^incy, Business Organization and Com- 
bxnalion, p. 148. (The Macmillan Co., 1914-) 
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II. Open. 

1 . Gentlemen’s agreement (generally secret and voluntary). 

2. Contract agreement (as under I, 2). 

a) Secret. 

b) Public. 

286. THE ORIGINAL TRUST* 

The form of organization that has given them their name “ trusts ” 
was the one started by the Standard Oil Trust in 1882, afterward 
followed by the Whisky Combination — the Distillers and Cattle- 
Feeders’ Trust — and by the Sugar Trust — the American Sugar 
Refineries Company. The plan of that roganization was as follows 
The stockholders of the different corporations entering the combina 
tion assigned their stock in trust to a board of trustees without the 
power of revocation. That board of trustees then held the voting 
power of the stocks of the different companies, and was thus enabled, 
through the election of directors, to control them absolutely. In 
place of the stock thus received the trustees issued trust certificate^ 
upon which the former holders of the stock drew their dividends, 
these being paid upon the certificates regardless of what disposition 
was made of the plants of the different corporations. Owing largely to 
hostile legislation and to the bitter feeling against the trusts abo\e 
named, these trusts, after some adverse decisions of the courts, weiU 
out of existence, reorganizing as single corporations in most cases, 
and none at the present time remain. 

287. POOLS 

A* 

American experience shows that pools and associations fall into 
one of two broad general classes, i.e., simple pools or mixed pooh 
For example, each of several manufacturers agrees to sell only a certain 
percentage of all the goods sold by the group, or a group of manu 
facturers agree among themselves that they will sell their goods onK 
at certain prices. In either case the pool is simple or simplex accord- 
ing to the classification the writer has developed. 

* From the Report of the Industrial Commission, 1900, I, 10. 

* Adapted by permission from W. S. Stevens, “A Classification of Pools and 
Associations Based on American Experience,” American Economic Review, III 

(1913), 545-56. 
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Suppose, however, that the group of manufacturers instead of 
doing only one of these two things had agreed to do both. In that 
ca^e the pool or association would no longer be a simple but a mixed 
pool. And, as it contemplates two things, i.e., dividing output and 
fixing prices, it may be termed a duplex pool. Add a third object 
and the pool, still of course a mixed pool, becomes triplex, and so on 
All these mixed forms, duplex, triplex, and qiiadruplex pools, arc 
merely varied com])inations of the simple or simplex pool which has 
sexen distinct type forms as follows: 

I. Output or traffic division. 

II. Output curtailment. 

III. d'erritorial division. 

IV. Joint sales. 

V. Price. 

VI. Clearing hou^c. 

\dl. Legitimate trader. 

I . Output or traffic division, — The earliest pools in the Unite*! 
States, of which there is any definite rciotd, weie ttiose formed in tin' 
cordage industry. So far as the evidence shows, they were simplex 
pools for the purpose of dividing the output. 'Phe first of tlnmi was 
organized about i860 and they continued a more or less intermittent 
existence until the formation of the National Coidage Compaiu' 
many years later. The manufacturers met together and divided the 
business of the country acconling to certain percentages. Each 
mnmifacturer was required to make his. returns monthly to a super - 
\ isor. If he had exceeded his percentage he was required to pay to the 
^iiperx'isor a certain amount per pound to balance the excess, d'hose, 
on the other hand, who fell below their percentage allotment drew 
upon the supervisor to make up the deficiency. 

II. Output curtailment.— -'Vhei pool curtailing output, cither in 
simple or the mixed form, does not seem to have been common. 
Its simple form is shown in the Kentucky Distillers’ Agreement of 
1887. This combination had its origin in the depressed condition 
of the trade which had been practically continuous since a period 
of great overproduction in the earlier eighties. Although expressly 
stating the right of every signatory to make as much whiske-y as he 
chose, this document provided that it wa.s “for the pecuniary adv^an- 
tage of each” to make only the amount set opposite his name, and 
further imposed a penalty of twenty cents per proof gallon upon all 
whiskey made by any signatory in excess of the stipulated amount. 
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Such money was then to be distributed among those confining tlKm- 
selves to the production allotted to them. On its face, the agreement 
thus appears to be for division of output, but such was not in realit\ 
the case. The significance of the agreement can be appreciated onK 
when it is known that the amount set opposite the names of the 
various signatories (which does not appear m the text of the origin.Ll 
agreement) was loo gallons each, an amount so small that no distilK t\ 
could afford to begin operations. It is thus seen that in reality the 
pool was purely for curtailing output, and did not in any sense coii 
template a division of output. 

III. Territorial division . — The United Refining Company, organ 
ized in the late eighties, dealt in an article which is the product of coal 
tar, a residuum of the gas works, and which is produced whctlict 
there is any demand for it or not. When a large surplus aboM 
demand occurred in any one section of the country the whole tendeni ^ 
was to “dump” that surplus upon a market in another section where 
there was only a moderate amount available. This tended to div 
tribute among all the manufacturers the loss occurring througli 
surplusage, instead of throwing it upon the party in whose territ(M\ 
it took place. Such a state of affairs led to a tcrritoiial agreement 
Each ptirty to the compact bound itself to confine its trade and sa'e^ 
to a definite territory and not to send the surplus above such trade 
and sales elsewhere unless it were reejuired. In event of a large 
surplusage and no other concern requiring the product, the manufae- 
turer was to destroy it by changing it into pitch, which was accom- 
plished through distillation. The pitch was used as fuel and \\a> 
also shipped abroad. The manufacturer retained for himself the' 
oils thus secured. 

IV. Joint sales . — Historically the joint-sales pool is nearly 
old as the output-division pool. In the former type of organization 
the various manufacturers agree to employ a common sales agent 
through which agent the products of the combination are marketed 
The first organization of this type was formed in the sixties in tin 
salt industry. 

It is probably evident to the reader that the joint-sales pool numt 
by virtue of tlie function of joint selling bear a definite relation Lo 
price. The act of selling implies the fixing of a price, but the method^ 
of price determination in pools of this type are significant. Where tlu 
selling agent has full control of the marketing of the product as appear^ 
to have been the case with the Michigan Salt Association, the partic ' 
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to the combination have no real \()ire in the matter of pi lies. An 
entirely different situation aj:ipe.’:s, houexer, \\lKn the numlars of 
the combination emplo\imt the ji)int^sale. a:tent deleiiuine the 
prices at which their attent ^hal! -ell 

V. Price. 1 he price pool s(ar^el\ Cvills for chiinitiim siiue the 
majority of people are more familiar with thi^ manih -t.ition of 
combination than with anv othei. Jt is siirply an oiLMiiiMlum for 
the purpose of fixiipL; and contiollimt piue^. Its eaihe^t a]i[Haian(e, 
at least in the simple form, sc-ems to ha\e been m the (miipowder 
1 rade Association of the I mlcsl States, an oi;;am/ation peafested 
April 2(), 1872, in New 'S 01k City. 'The puipo-c* of the combinalKm 
was to fix and estabh-h pri( es upon powdei thiouyhoul the* rniied 
States. Each of the se\cn paities to the aipcement wa^ entitled to a 
( Cl tain number of votes, d'hiee c oiu ei n . wetc' allottc-d ten \ otes eac h, 
three others, four votes each, and the* laU, si\ \otes, '1 he asscu ialion 
was to meet four times a yeai foi ihc' pui [lo-c* c»f c--tabh limit pi u es. 

" council” of live persons was to nu'et weckl\ to a<ljuduate upon dis- 
mepancics in, and dcwiatioim from, piucs. 

VI. Clearing house . — 'Fhe siymlic ant fc ature of the* joint-sales pool 
IS the employment of a sales ayent to marked the' product. In the* 
t ase of the c learin^diouse pool, on the contrary, eftc h pait\' to the 
combination letains control of the mar ketin^ of it^ owm pioduc t, w hile 
the central organization is u^eIl simply as a (learmy Iioum' for the 
clo’ision of the jn’otits realized. 'The c Icmrind house may be an inc or- 
porated company or a purely voluntary assoc lation. 

VII. Legitimate trader . — For se\eral }ears past thc ie has bcTii 
noticeable an increasing tenclc-ncy towarcl the elimination of the 
middleman in American business life. More anci more, fieojile are 
endeavoring to supply their wsants directly. .As ihi- tcmdency 
develop^, the retailer first finds his means of livelihood uk nacc-d aim 
the jobber and wdiolesalcr are idso able to reacl the handwriting cni 
the waall. It is out of this situation that wFat I term the “ Ic gitiinate- 
Irader” association has developed. Ihis t\pc of organization is of 
interest largely because of the striking contract between its aims and 
methods of operation and those oi the ordinary manufac tineas 
pool. The legitimate-trader association has in \ic‘w one objee t - 
the confining of the trade to its (in their view) legitimate < liannel. 
but this will be found to resolve itsell into three separate jiart-. (ij to 
prevent shipments from the manufacturer direct to the consumer; 
(^2) to confine the shipments of manufacturer^ t<> w'hole-alcr') and of 
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wholesalers to retailers; (3) to confine the trade of the retailer to 
legitimate territory. 

To accomplish these ends several methods have been resorted to 

The late President Roberts, of the Pennsylvania Railroad, define^ 
a pool as “an association of railroad companies for the purpose of a 
proper division of the traffic at competitive points and the mainte- 
nance of equitable rates that may be agreed upon.” A great number 
of other functions, such as the prevention of fraud and the manage- 
ment of a clearing house, have in the past been intrusted to traffu 
associations, which at the same time exercised supervision over pooling 

These pooling agreements to divide competitive traffic ma\ 
assume a number of different forms. They fall, in the first instance’, 
into two great classes, known as traffic and money pools, respectively 
The distinction between them is perfectly clear. In a traffic pool, 
the Lake Shore road for instance, is guaranteed let us say, 16 per cent 
of the east bound dead-freight-tonnage from C'hicago by all its com- 
petitors. If its percentage falls for some reason to less than i(), 
enough tonnage is diverted from other roads whose percentage is in 
excess of their allotment to make up the difference. A serious objec- 
tion to this form of pool is patent. It necessitates the diversion 0! 
freight from one road to another, thereby often running counter to 
the expressed wish of the shipper. It seems to be jirovcd that the 
amount of such variation from established percentages is usually vcr\ 
small, and that there is always enough freight open to shipment by an\ 
route, without e.xpresscd preference of the shippers, to obviate thi^ 
difficulty. Nevertheless, it must be conceded that this objection is a 
real one. In order to meet it, the railroads have often preferred 
to organize their pools upon another basis. This second type of divi 
sion is known as a money pool. Under such an arrangement the 
railroads severally guarantee one another a certain percentage of the 
total revenue accruing, either in gross or net, from the transaction oi 
the business pooled. Under such arrangement the gross or net 
earnings, as the case may be, are divided in certain percentages, 
entirely irrespective of the amount of business which may happen to 
pass over the several lines. This, of course, would be unfair unless 
some allowance were made for the actual expense of conducting trans- 

* Adapted from the Final Report of •the Industrial Commission, 1902, XIX 
329-42. 
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portation when the amount o\cr a particular road hapj)cncd to be 
greater than its paiticulir alloinunt of eainin.L^s would he. Con- 
^cciuently, it is often customary to allow cadi road to handle all the 
tiallic whidi comes to it nalinally, but to jnoMde that after the 
deduction of a certain jiropoiiion, usually 4001 50 pci emt for actual 
outla\', the reinaiiulcT in excess ot ii^ acciucd piojioriion •-hall he paid 
o\cr to other roads whose propot t ion of hu'^me--s c.iriicd dining the 
period happens to fall below then allotment. In oi(K*r to accomiilish 
lliis result without friction, the roads ha\e sometimes (K-i)osited a 
certain sum of money with the diaiiman, subject to his diaft. 

[No i r:.-- Pooling, of the smt heie descubed, was at its height in 
die 70’s and 8o’s. Such devices arc not oiien to the laihoads toda\ | 

288. PA'ridN'rs* 

Several manufacturers of haitows, undei vaiious Pnited Stati-s 
jiatentb, assigned to the National Jlaiiow' C'o. the patents se\eiallv 
uwned by them, together with good will, tigteeing among other things 
not to be interested in the sale 01 m iiuifac tine of su( h harrows e\( ept 
a^ agents or licensees of said ( oipoialion. d'he National Ifairowf’o 
Issued licenses to tlic several manufac tuiiTs, subjei t to umfoim terms 
and conditions; its licensees mamihutuied <ind sold at least go j)er 
cent of such harrows made in the United .^late-- 'The luenses issued 
proliiliited among other things the cutting of jiikc'-, and [)rovided 
that the licensees should not sell other harlow^ tlian those authorized 
h\ the licenses. 

'The Standard Sanitary Afanufac tunng Co. and 15 other manu- 
lacturcrs of sanitary enameled iionware combined in the form of an 
association. Certain patents for enameling dewices w’cre issued to 
one Wayman, secietarc'' of the association, who issued licenses to the 
carious members of the asscx lation to manufai ture sui h w'are. Prior 
to this such manufactui ers weie independent ami competitive, by 
agreements they subjected themscKes to certain rules and regulations, 
among others not to sell their product to the jobbers excejit at a price 
lixed, not by competitive tiade conditions, but by the decisum of a 
committee of six of their number, of which Wayman was chairman, 
and sale zones were established and prices fixc-d in each of them. A 
jobber could not obtain enameled ware from any manufacturer who 

* Adapted from United States Bureau of Cor|x>rations, Laws and Unfair 
Competition, 1915, pp. 1 15-17. 
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was in the combine unless he entered the combination, and the 
condition of entry was not to resell to plumbers except at prices 
fixed in the jobber’s license agreement. The potency of the scheme 
was established by the co-operation of 85 per cent of the manufac- 
turers, and their fidelity to it was secured, not only by trade advan- 
tages, but by a provision for the return of 80 per cent of the royalties 
if the agreement was faithfully observed. The jobbers also were 
entitled to certain rebates for the faithful observance of their engage- 
ments. It was testified that 90 per cent of the jobbers in number 
and more than 90 per cent in purchasing power joined the com- 
bination. 

289. THJc DINNLR PAiri'Y^ 

Article XIII of the jielition alleges that — 

Under the auspices of the Coipoialion, these interests [steel manii 
facturing], naturally competitive, but harmoni/ed Ijy this network of coi re- 
lations [interlocking directoralesh and oversh.idowcd and dominated by the 
power of the Corporation aiismg from its pre eminence in the business and 
the irresistible strength of Us .illiames, come together from time to time, 
find out the views of the Cor{)oration in lespect of [irices and output, and all 
that hitherto was affected by [)ools and foimal agreements, reach a common 
underst.indmg and purpose, and f)ioceed to carry them out. It is not 
here alleged that merely assembling and exchanging information and 
dcclaiation of purpose amounts to an agieement or combination in restraint 
of trade I'hese meetings and their results have gone further. \\ hat they 
actually accomplished show's the great and dangerous power achieved b\' 
the Corpoiation through unlawful combination exercised over the trade 
and commerce of the country. The concerted action taken has prevented 
lluctuations in prices and competition. 

The petition further alleges that fully 90 per cent of the iron and 
steel trade of the United States was represented at the meetings 
refoned to; that these meetings brought about the maintenance of 
prices, and accomplished more than did the old pools and agreements 
w hich were frequently broken. 

The answer admits that representatives of a large proportion of 
the steel manufacturing interests in the United States have met 
together from time to time since November 20, 1907, but denies 
that such meetings w'ere bi ought about by the influences, or that they 
were held for the purposes, or that they accomplished the results, 

‘ From the Statement of the Caic between the United States of America and the 
United Slates Steel Corporation atul Others in the District Court of the United States 
for the District of New Jersey, pp. 311-13. 
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lilcpjed in the petition. It denies that said meetings or any of them, 
)r the manufacturers assembled thcieat, went fuither than the 
iiutual exchange of information and of \iews with regard to the 
)iiNiness situation, or that what they accomplished showcai any great 
)[ dangerous pow'cr achieved by the Steel C\)rporation either thioiigh 
iidawful combination excicised oxer the trade and commerce of the 
oimtr)' or otherwise. It denu's that concerted a(tion was taken b)’ 
,ai(l manufacturers to prevent either lluetuations in [)ii< es or xompe- 
ition or that any action taken at said meetings has piodiu ed aiu’ siu h 
esiilt. It says that the first of said meetings wxls held on \o\ ember 
:o, iQoy; that the country was then siilTeimg fiom a sexeie finaiuial 
)iiiic and that the steel manufac tuicrs tame togt'lher for mutu.d 
(umsel and advice as to the best means of a\ citing disastrous (oiise- 
jiieiKCS to their industry such as had followed neaily ever\' other 
einic that had theretofore oet urred in this ctiimtry. It sa\ s that 
aid meeting was largely attended; that there was a full exthange of 
nfoi Illation as to the condition of the various businesses represented 
iiid a frank intcrehange of \ uwvs with legard to the businc'ss situation, 
liat similar meetings wuth similai objects followed, but that luithei 
hen nor at any other time was tlu ie any attempt to rea( h an\ agiee- 
nent or understanding with resj)e< t to output or piiiis nor wxis ther<- 
.nothing said or done vvhuh was calculated or intended to sup|)iess 
ompetition or restrain trade. It says that said mecUmgs did not 
iievcnt frequent changes and lluetuations in piues or eomiietition in 
teel products, but that they did tend to prevent the imbumlei stand- 
ngs and unfair practices out of which h.id giown neailv all the tiade 
^ars of the past. 

These meetings have come to be known as the (Jary dinners. 

2QO. TRADE A^SOCTA ITOXS' 

The remarkable growth of trade associations makes this form of 
o-operation of especial imporlame in the consideration of legislation 
gainst restraint of trade and unfair competition. A trade associa- 
lon is an efficient means by which those engaged indej)endently in a 
•articular line of trade may redress wrongs and improve conditions 
hrough collective action. It is capable of symboh/ang the highest 
ieals in trade, or of expressing that which invites the oebum of public 
ensure and legal penalty. Directed within legal limits and along 

‘ Adapted from United States Bureau Corporations, Trust Laws and L'njair 
ompetition, 1915, pp. 705-14. 
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was in the combine unless he entered the combination, and the 
condition of entry was not to resell to plumbers except at prices 
fixed in the jobber’s license agreement. The potency of the scheme 
was established by the co-operation of 85 per cent of the manufac- 
turers, and their fidelity to it was secured, not only by trade advan- 
tages, but by a provision for the return of 80 per cent of the royalties 
if the agreement was faithfully observed. The jobbers also were 
entitled to certain rebates for the faithful observance of their engage- 
ments. It was testified that 90 per cent of the jobbers in number 
and more than 90 per cent in purchasing power joined the com- 
bination. 

289. THJc DINNLR PAiri'Y^ 

Article XIII of the jielition alleges that — 

Under the auspices of the Coipoialion, these interests [steel manii 
facturing], naturally competitive, but harmoni/ed Ijy this network of coi re- 
lations [interlocking directoralesh and oversh.idowcd and dominated by the 
power of the Corporation aiismg from its pre eminence in the business and 
the irresistible strength of Us .illiames, come together from time to time, 
find out the views of the Cor{)oration in lespect of [irices and output, and all 
that hitherto was affected by [)ools and foimal agreements, reach a common 
underst.indmg and purpose, and f)ioceed to carry them out. It is not 
here alleged that merely assembling and exchanging information and 
dcclaiation of purpose amounts to an agieement or combination in restraint 
of trade I'hese meetings and their results have gone further. \\ hat they 
actually accomplished show's the great and dangerous power achieved b\' 
the Corpoiation through unlawful combination exercised over the trade 
and commerce of the country. The concerted action taken has prevented 
lluctuations in prices and competition. 

The petition further alleges that fully 90 per cent of the iron and 
steel trade of the United States was represented at the meetings 
refoned to; that these meetings brought about the maintenance of 
prices, and accomplished more than did the old pools and agreements 
w hich were frequently broken. 

The answer admits that representatives of a large proportion of 
the steel manufacturing interests in the United States have met 
together from time to time since November 20, 1907, but denies 
that such meetings w'ere bi ought about by the influences, or that they 
were held for the purposes, or that they accomplished the results, 

‘ From the Statement of the Caic between the United States of America and the 
United Slates Steel Corporation atul Others in the District Court of the United States 
for the District of New Jersey, pp. 311-13. 
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3. Fixing ihe channels of trade, opposition to “direct selling”; thf 
"irregular” dealer. 

4. Uniform terms. 

5. Marketing <ind other coopei.iiue a'^S(K lations. 

6. Standardizing materieds, poKc^^es, or products 
Standard cost accounting. 

8. Improving processes or prodiRt, lechiiKal acti\ities. 

9. Credit bureaus. 

10. Collection agencies. 

1 1. TralTic matters. 

12. Labor matters. 

13. Employment bureaus and deaiaiue cauls 

14. Appienticeship and trade ed'eaiion 

15. Legislative activities. 

16. Supplying insuraiue to members. 

17. Foreign trade. 

18. Fubheations. 

See also 254 IL Concentitition in M.iikcling 

386. Control b\ \b)Kint.ii\ ;\ssot i.it ions 

291. SOMi: MK'rilODS 01 ’ CO\S()IdI).\l ION AMON(. 

R \lLkO\LS' 

It is important to con^idci some of the methods liy wbuh these 
( onsolidations have taken |)I.i<e. 'I lu-'C may he denoti'd as, tnst, 
H( tual purchase or o\\ncrshi[) 111 fi'e, secondly, tupiiisition by lease, 
thirdh, stockhohling contiol, and fourthly, minoiit'.' tejue^enlal ion 
111 directorates. 

Adual purchase .— ilhmtialive of the method of < ormolidation 
-md extension by actual {muhase, we may inslaiue jiutuukuly the 
< ases of the Chicago, Lurhngton tV kluinc y sale to the Not them l*a< iln 
amj Creat Northern railroads jointly, of the Lake Shore to the .Neu 
^ ork Central; of the Central Railrcjad of .New Jerse\ to the l\e.L(]mg, 
and of the Mobile & Ohio to the Southern Kailv.av In the liio 
three of these we have the purchase ( tfea led by an exi hange of bonds of 
the purchasing company for the ''lock of the road a<fniued. I hiis, 
for instance, stockholders of the Lurlington road rca cue foi then hold- 
ings twice the value at par in 4 p(‘r cent bemds, guarantecai jointlx b\ 
the Northern Pacific and the (meat Northern raihoaiL. The sanu' 

‘Adapted from the Final Report of the Industrial Commission, 1902, \ 1 .\ 
^10-14 
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was in the combine unless he entered the combination, and the 
condition of entry was not to resell to plumbers except at prices 
fixed in the jobber’s license agreement. The potency of the scheme 
was established by the co-operation of 85 per cent of the manufac- 
turers, and their fidelity to it was secured, not only by trade advan- 
tages, but by a provision for the return of 80 per cent of the royalties 
if the agreement was faithfully observed. The jobbers also were 
entitled to certain rebates for the faithful observance of their engage- 
ments. It was testified that 90 per cent of the jobbers in number 
and more than 90 per cent in purchasing power joined the com- 
bination. 

289. THJc DINNLR PAiri'Y^ 

Article XIII of the jielition alleges that — 

Under the auspices of the Coipoialion, these interests [steel manii 
facturing], naturally competitive, but harmoni/ed Ijy this network of coi re- 
lations [interlocking directoralesh and oversh.idowcd and dominated by the 
power of the Corporation aiismg from its pre eminence in the business and 
the irresistible strength of Us .illiames, come together from time to time, 
find out the views of the Cor{)oration in lespect of [irices and output, and all 
that hitherto was affected by [)ools and foimal agreements, reach a common 
underst.indmg and purpose, and f)ioceed to carry them out. It is not 
here alleged that merely assembling and exchanging information and 
dcclaiation of purpose amounts to an agieement or combination in restraint 
of trade I'hese meetings and their results have gone further. \\ hat they 
actually accomplished show's the great and dangerous power achieved b\' 
the Corpoiation through unlawful combination exercised over the trade 
and commerce of the country. The concerted action taken has prevented 
lluctuations in prices and competition. 

The petition further alleges that fully 90 per cent of the iron and 
steel trade of the United States was represented at the meetings 
refoned to; that these meetings brought about the maintenance of 
prices, and accomplished more than did the old pools and agreements 
w hich were frequently broken. 

The answer admits that representatives of a large proportion of 
the steel manufacturing interests in the United States have met 
together from time to time since November 20, 1907, but denies 
that such meetings w'ere bi ought about by the influences, or that they 
were held for the purposes, or that they accomplished the results, 

‘ From the Statement of the Caic between the United States of America and the 
United Slates Steel Corporation atul Others in the District Court of the United States 
for the District of New Jersey, pp. 311-13. 
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secure corporate control, or it may ser\-e merely for purposes of 
iiucstment. 

The distinction between aetual purchase or ahsorplion of one 
road by another and of mere contiol by stov kluildin^^s lies in the fat t 
(hat in the latter case a bare majority of the stock, and in some cases 
e\en less, is necessary. It is a well-known fact that a relati\cl> 
.mall but compact minority of stex kholders can exercise a dispio- 
poilionate influence upon corporate policy. I-'or this leason the 
iiuestment necessary by one road in the securities c)f another may be 
\ery considerably diminished, at the same time all pin poses of contiol 
lieing clTectually attained. 

Community of interest . — The consolidations of iS<jo looo ha\e 
L(i\en rise to a new^ phase of railroad policy, novel alike both in tlii> 
country and in Europe. This policy, denotcsl as either community of 
interest or community of ownership, is nothing moie nor le>s tlian 
ellic lent re{mesentation by one railroad ui)on the dnea toiaie of .mother, 
rills representation, intended to alTc'c l the policy of the junior c om- 
panv, may represent actual control or merely a minoiity intenest, as 
the case may be. Its objects at the same time may vary all the way 
from the entire elimination of tlie disturbing element of a rale-c ulting 
road, to the maintenance of harmonious railroad policy between :i 
number of rivals. 

292. UNFAIR .MF/lIIODS OF COMPETFriON* 

Since tlie methods of competition are of infinite v.iricty, it is obvi- 
ously impossible to specify all that may be reg.irded .is unf.iir. 1 he 
ftdlowing list is believed, however, to rc)\cr most of tlie melliocE th.it 
ha\ e been so condemned by ec onomists and publicists and h.ive thus far 
attained any considerable importance. Not every method lifted wull 
' em unfair to all people, or perhaps to mo-t. Sometimes, indeed, 
c omplaint is noted of two linc^ of conduc t, one of whic h is the ojiposite 
of the other. Fixing resale prices and cutting fixcal resale prices, 
(lelining the channels of trade and refusal to observe defined chan- 
nels, each is felt as injurious by one group or anotlier, and is therefore 
tondemned by it as unfair. 

Local price cutting.-~T\\Q buyers of most articles are more numer- 
ous than the sellers, and a reduction of the price seems to benefit more 
people than it injures. In general, therefore, it is naturally reg.irded 

‘ Adapted from United States Burcag of ConJorationa, Trust Laws and L nfnv 
( ompelilion. 1915, pp. 310-31. 
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as a public benefit. But a large corporation may cut its prices below 
cost till its competitors are destroyed, and then recoup its losses hv 
making its prices higher than before. It may make its reduction onK 
in localities reached by a certain competitor which cover but a small 
part of its own field, and so may constantly secure a profit on its total 
business, while the competitor meets ruinous losses. The ultimate 
result of such a process is high prices, based upon a practical monopol\ 

One- commodity price culling. — A company that sells several brand> 
or several articles can cut the price of one article or brand and still 
make a large profit on its business as a whole, while destroying the 
profits of competitors whose line is less varied. A brand on which 
the price is cut in this manner is often called a “fighting brand.” 

Price reduction in general. — Any reduction of price is often fell 
to be unfair by manufacturers and dealers who are interested in main 
taining a higher price. 

Use of trading stamps, coupons, and the like. — The American 
Tobacco Co. has made elTectivc use of the couj)on or piemium system 
—giving with each package of certain goods a coupon, tag, or other 
mark, redeemable in “premiums.” The system is said to lend itself 
readily to local price discrimination, and to be especiall)' effective in 
making sales because it enlists the interest of the whole family in the 
kind and quantity of tobacco consumed by the user. For years the 
business of the tobacco combination along this line was so great thai 
it maintained a separate corporation to redeem its coupons. It 
alleged that a small company cannot effectively compete with a large 
one in using the premium system, and that this s\ stcm tends towaid 
monopoly under present industrial conditions. It has therefore come 
to be widely condemned as unfair. 

Recessive credits. — The report of a former Commissioner of 
Corporations on the International Harvester Co. criticized the long 
credits given by that company on certain kinds of farm machiner\ , 
and said : 

There is a very general complaint from competing manufacturers, 
especially the smaller concerns, that the International Harvester Co. uses 

these long credits as a means of wresting trade from its rivals 

There is no doubt that the smaller competitors of the International Har- 
vester Co. find this situation very ditlicult to meet, because their financial 
resources are generally inadequate to do business in that way. 

Reductions of price for quantity. — It is usually admitted that large 
buyers should have lower prices* than small buyers, but persons 
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A ho admit this sometimes complain that the actual dilTcrcnces are 
imfairly large. 

Sl)ecial advantages in transportation {rebates, etc.).— In son oral 
iM<lu^tries the dominant producers control the only or the best a\ail 
Able means of transportation. For anllna« ite coal, the (onttol of the 
mines re.^ts in the same hands as the control of the railroads o\ei 
■.\hich it is hauled to market. A more widespread condition is rate 
discrimination in favor of powerful interests on piiblk means of 
tran-poitation \vhi( h they do not dire', tly contiol 

Fixing resale prices.-— of resale prices by manufai turers is 
legarded by some as an unfair method of tonliolhng the maikel 
On the other hand, some hold that lefusal to adheie to resale piues 
lixcd by manufa( turers is unfair. Louis 1). liraiideis is one of the best 
known advocates of this position. Ife sa\s that to sell an ad\eili ed 
,11 tide below its regular pri( e ‘Os not onl\ unfair, but it is in effe( t a 
blander of the re[)Utation of the aiti* le.” depaitment stoic makes 
a leader of such an article, he sa\s, and thereby rums the liadi' in it. 

I he small stores will cease to sell it when they cannot sell it at a pi old. 
and then the department stoics will drop it also when it has lost its 
\aluc for advertising purposes. 

Bogus hide pendents. — d'he popular feeling against monopoly is so 
strong that many [leople dislike to buy from a trust Ihuilent inci 
therefore like to avoid the appearance of monopoL, howe\er mu( h 
they desire the substance. So they sometimes maintain sepaiate 
organizations to simulate comj)etition, and to secure the trade oi 
persons who w'ould avoid them if the facts were known. 

Exclusive-dealing requirements.— VimexinX companies can often 
increase their power by discriminating against [lemoim csdio bu)' 
from their competitors. The discrimination may take the form of 
h.gher prices, or the form of refusal to sell at all. Perhaps the best 
known case is that of the United .Shoe .Mac hinery C.o. whic h leases cer- 
tain of its machines on the condition that the lessee forfeits his light 
to use them if he uses anv simikir machines made by others. 

Full-line forcing. — This consists in a requirement that spec ie< 
goods be handled on pain of refusal to furnish certain other goods or 
to give certain discounts or other favorable terms. It is often caheo 
full-line forcing, because a manufacturer of a particular biand of 
goods which is specially desired may insist that all his other goods, 
for which there is no special preference, shall be taken in lieu of those 
of rival makers as a condition of obtaining supplies of specially desired 
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goods, thus attempting to force the dealer to handle the “full lint ' 
of the manufacturer. 

Inducing breach of contract . — Complaints have been made In 
manufacturers of harvesting machinery, both against the salesnn n 
of the International Harvester Co. in its earlier years and against tlio r 
of various companies before that company was formed, that they madi 
a practice of following up their competitors and inducing farmcj , lo 
back out of orders they had given. 

Enlitemenl of competitors^ employees . — Accusations are not in- 
frequently made of attempts to entire away important emplo)Ks 
for the purpose of embarrassing a competitor’s business. In llic 
celebrated case of People v. Everest, a prosecution of certain person- 
alleged to have acted in the interests of the Standard Oil Co., it was oiu 
of the grounds of complaint that they had (onspired to entKC cert.ui 
skilled employees from the BulTalo Lubruating Oil Co., particulail\ 
.\lbert A. Miller, superintendent of the (onstruUion of its work, ami 
the only man in the company able to su[)erintend the manufaitiin 
of oil. 

Espionage by corruption and bribery . — A part of the “restraini 
upon unfair competition” which the independent tobacco matin 
facturers asked the court to impose on the new corporations into wha li 
the tobacco combination was di.vsolved was that. “Ikich corporation 
which is to carry forward any part of the manufacturing business ol 
the trust should be restrained .... fiom espionage on the businc ^ 
of any competitor, cither through bribery of any agent or emplo}ee 
of such competitor or obtaining information from any United State- 
revenue official.” 

Secret commissions . — ^The widespread practice of giving com- 
missions and making gifts to persons who make purchases for other\ 
including domestic servants, buyers for department stores, purchasing 
agents for railroads, and others, has been complained of as unfaii 
competition. 

The practice of giving “premiums” or commis.sions to salesmen 
of wholesale dealers, and so inducing them to push one manufacturer’s 
goods at the e.xpense of others, is said to be condemned as an “unfair 
practice” by salesmen who have profited by such premiums, even 
while they deny any element of underhandedness on their own 
part. 

Misrepresenting competitors . — Jhis may take the form of misrepre- 
senting the competitor’s goods, or his character, responsibility, or 
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!)usiness methods. Complaint of such methods has in past times heen 
made by persons in the harvesting machine business. Mail-order 
lumber houses have complained that the members of retail lumber 
dealers’ associations, in their efforts to drive the mail-order houses out 
of business, have made systematic use of misrepresentation. 

Abuses in advertising. — Comi)laints under this liead relate to two 
dilTerent practices— deceptive advertising and excessive advertising. 
Deceptive advertising is not so dilferentin j)rinciple from other forms 
of misrepresentation or cheating. “Overadvertising,” however, has 
been condemned also as one of “the acts which wicked ingcuniity has 
devised .... to drive others out of business and exclude them from 
the free right to trade.” The point is that advert ismg takes money, 
and that c.xtraordinary financial resources give an advantage wlinh 
has no relation to any superiority of jiroducts or service, and which is, 
therefore, felt to be injurious to the public, and so unfair. 

Passing off goods for those of another.- I'liis signihes any nu'lhod 
tending to confuse one person’s jiroduct with another’s so that a 
customer buys, or may buy, under a mistake as to wliosc goods he is 
getting. No other practice, pcrhatis, has been so often called unfair 
competition in the law of Knglish-speaking peoples. 

Shutting off competitors' credit —T\m may take many forms. 
Pressure may be e.xertcd on banks and capitalists to refuse loans. A 
representative of a farmers’ co-operative organization comiilained that 
a co-operative warehouse at Memiihis, storing cotton and making 
advances on it, had been subjectid to a financial boycott of this kind. 
An attempt may be made to throw a rival company into a receiver- 
ship, or insinuations injurious to credit may be made. A mail-order 
lumber company complained that it had been atta(kcd with such 
insinuations by the retail lumber dealers’ associations. 

Shutting off materials, supplies, or machines from competitors. 
The complaints under this head presujiposc something in the natiiri' 
of a monopoly; without this the alleged injury could not be iniheted. 
It may be a legal monopoly, as one based upon patents or on the 
ownership of practically the whole supply of a natural resource, or it 
may rest on a practical monopoly of an industry without such a 
definite legal guaranty. 

Acquiring stock in competing companies for purposes of reducing or 
destroying competition , — A large company sometimes obtains an inter- 
est in a competitor without obtaining control, and uses its interest to 
destroy or injure it. Persons interested in the United States Pipe Line 
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Co., which had been formed by the independent refiners and crude-oil 
producers to transport both crude and relined oil, complained lha' 
the Standard Oil Co. obtained an interest in it with such ends in vieu 

Wron^ul and malicious suits. — It is often not easy to deterniiiu 
how far suits are malicious and how far they are merely proper efTort^ 
to maintain supposed rights. There is in most cases, of course, ground 
of suit. Often it is an alleged infringement of patent. Among the 
“ unfair means” by which the National Cash Register Co. was accused 
of restraining trade in the indictment brought against its officers in 
1912 was this: That it brought suit against competitors and againM 
purchasers of their machines, alleging infringement of patent rigliN, 
when it knew that no patents existed by which such suits could he 
sustained. 

intimidation. — While threats are often a separate basis of com- 
plaint, they are in general only subsidiary to actual injuries. Threats 
are ajit to be effective only as the power and the disposition to injun* 
are actually manifested. 

Fixing channels of trade. — Retailers feel themselves aggrieved if 
wholesalers sell to consumers, and often endeavor to stop it. In 
many towns, it is said, wholesale grocers understand that they will 
be boycotted if the retailers catch them selling to consumers, dlic 
retailers feel that they are only taking proper action to restrain com- 
petition which they regard as unfair. 

D. The Trust 

293. FORCES MAKING FOR COMBINATION* 

First, then, the driving forces. Becoming clearly apparent about 
i8go, there was a marked decrease in the opportunity for spcculati\’c 
gains along the old lines. Formerly theie had been a wide, uncertain 
field of natural resources to be exploited, and great prizes were drawn 
from physical environment. Now this field has been narrowed down 
and become pretty definitely known. The tillable public lands arc 
gone; the gold, coal, iron, and copper mines are exploited, and so with 
the forests; the railway map requires little revision. Consequentl\ 
the old oj^portunities for great gains through exploiting such fields 
have rapidly diminished. This fact, when coupled with the desire 
for gain through the employment of a greatly increased fund of 
capital and a multiplied labor force, impelled industrial leaders to 

‘ Adapted by permission from L. H. 'Haney, Business Organization and Co)ii 
bination, pp. 134-38. (The Macmillan Co., 1914.) 
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^eek new fields, such as existed in control of manufacturing industry 
through combination. 

At the same time, a develoj)incnt in the (.hauu ter of maikeLs and 
hubiness risks which had long been unfolding came to a head. As 
markets became more truly continent-wide, or world-wide, that part of 
production which consists in moving goods from place to place and 
holding them from time to time became more im{)ortaiit, and the 
conditions of exchange seemed to dominate the technical comlitions of 
manufaclLire, etc. Business risks arising from changt's in e\j)enses 
and prices came to bulk larger in comparison wilh tahniia! problems. 
Now the waay to control the business situation, and reduce the lisks of 
exchanges vvhich involve w’idely sej)ar<ite(l j)laces and time, is to com- 
Luiie the direction and management of the \arious ])roducers. 

But doubtless the most active impelling force w<is the increasing 
severity of competition. In the days before the Civil War, business 
was on a relatively small scale. There was generally a close jiersonal 
relation between producer and consumer, and less spec iali/ation 
existed. Capital, too, was relatively less important, and this w'as 
notably true of fixed and specialized (aj)ital, so that the dangir of 
great loss was less. As a result of such conditions, competition was 
less intoisc. But with modem large-scale capilali-iic production, 
competition often becomes cut-threxU and intensely wasteful. 

So much for the more important driving or impelling forces On 
the other hand, certain conditions invited combination, the Inukonniv 
conditions. Thus, in the potential gains to be sc'curc'cl by regulating 
prices and t rade conditions, the obverse of the driving force ol intense 
Competition was to be seen. Iwen at low i)rices, if economies could 
he effected, there was still an opjiortunity for gain. More {xirticu^ 
larly characteristic of the time, however, was an almost conscious 
realization of the possibilities of profits on a large-scale prodiu tion of 
the common necessities of life coal, ice, lumber, nails, meat, sidt, 
tobacco, sugar, etc. Caj)tains of industry arose who siiw, first, that 
great j)rofits might be made by selling large cjuantities of siu h 
products even at a small gain j)er unit; and second, that in selling 
such things monopoly w’ould have great power because the demand 
for them does not fall off rapidly when prices are raised or kept u[). 
Both of these visions were based on the wndth of the market or the 
inelastic character of the demand for such necessaries. 

A distinct feature of this [diasc of the matter was formed by the 
tarilT protection alTorded to tliese industries. Though excepting 
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Co., which had been formed by the independent refiners and crude-oil 
producers to transport both crude and relined oil, complained lha' 
the Standard Oil Co. obtained an interest in it with such ends in vieu 

Wron^ul and malicious suits. — It is often not easy to deterniiiu 
how far suits are malicious and how far they are merely proper efTort^ 
to maintain supposed rights. There is in most cases, of course, ground 
of suit. Often it is an alleged infringement of patent. Among the 
“ unfair means” by which the National Cash Register Co. was accused 
of restraining trade in the indictment brought against its officers in 
1912 was this: That it brought suit against competitors and againM 
purchasers of their machines, alleging infringement of patent rigliN, 
when it knew that no patents existed by which such suits could he 
sustained. 

intimidation. — While threats are often a separate basis of com- 
plaint, they are in general only subsidiary to actual injuries. Threats 
are ajit to be effective only as the power and the disposition to injun* 
are actually manifested. 

Fixing channels of trade. — Retailers feel themselves aggrieved if 
wholesalers sell to consumers, and often endeavor to stop it. In 
many towns, it is said, wholesale grocers understand that they will 
be boycotted if the retailers catch them selling to consumers, dlic 
retailers feel that they are only taking proper action to restrain com- 
petition which they regard as unfair. 

D. The Trust 

293. FORCES MAKING FOR COMBINATION* 

First, then, the driving forces. Becoming clearly apparent about 
i8go, there was a marked decrease in the opportunity for spcculati\’c 
gains along the old lines. Formerly theie had been a wide, uncertain 
field of natural resources to be exploited, and great prizes were drawn 
from physical environment. Now this field has been narrowed down 
and become pretty definitely known. The tillable public lands arc 
gone; the gold, coal, iron, and copper mines are exploited, and so with 
the forests; the railway map requires little revision. Consequentl\ 
the old oj^portunities for great gains through exploiting such fields 
have rapidly diminished. This fact, when coupled with the desire 
for gain through the employment of a greatly increased fund of 
capital and a multiplied labor force, impelled industrial leaders to 

‘ Adapted by permission from L. H. 'Haney, Business Organization and Co)ii 
bination, pp. 134-38. (The Macmillan Co., 1914.) 
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while keeping them up elsewhere. In so far as the corporate form 
^ould be used to minimize legal responsibility, it also facilitate*! 
uunbination, 


See also 136. T^'pes of Business Organization. 

171-175 on Indirect Costs and Social Control. 

252-258 on Large-Saile Pioduction. 

275-292 on Instruments of Concentration 

345. What Firm Shall Survive Within an Industry' ? 

347. What Marketing Methods Shall Survive ? 

350. Competition Faulty as a Regulator of Puces. 

204. CONCENTRATION AMONG THE RAILROADS (i(;o6)‘ 
[The following table shows the extent to which railway securities, 
both stocks and bonds, arc held by other railway com])anies. These 


I'AK VALUES, RAILWAY SECURITJES AND HOLDINGS, JUNK 30, lyor* 



Fuoded Debt 

Slock 

Fundcl Debt 

Stock 

t lutstanding securi- 
ties, active corpo- 
rations. 

Ou' "landing securi- 
ties, inactive cor- 
porations 

$8,930,687,740 

4^2,273,736 

! 

$8,113,101,169 

771,133-756 



J'otal outstanding 
bcc unties 

I h Id within the sys- 
tem, active cor- 
poratiohs. 

Held within the sys- 
tem, inactive cor- 
[Kiratioiis. . 

i,iO9,40'^,-^S7j 

291,870,986 

2,908,658,305 

765.674 , >30 

$9,342,961,17*' 

’, 8 'G."n.o 2 S 

Total held within 
the system. 

1 1( Id outside llic sys- 

1,401,369,873 

38,990,507 

3.674,332,441 





tem. 

I otal holdings by 
railway corpora- 
tions 

440 , 5 *vo 4 ^ 

1,440,360,634 

4,114,851,990 

Total securities in 
hands of public 
(total outstanding 
less total holdings) 



$7,902,600,969 

$ 4 ; 769 , 382,935 



1 


• Adapted from Interstate Commerce Commission, Special Report No. i, “Inter- 
corpergie Relationahios of Railways in the United States as of June 30, 19 , 

(>p. 44-48. 
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data may be supplemented by a statement showing the rapid increase 
of mileage under single operating control. Down to 1870, 700 to 
1,000 miles was regarded as the maximum for efficient operation under 
one management; by 1890 this had increased to 5,000 miles; by 1898 
to 10,000 miles; and by 1900 to 15,000 to 20,000 miles.] 

A final word of explanation seems necessary as to the use of the 
term “in the hands of the public.” This investigation has had to do 
solely with the holdings in railway securities by steam railway com- 
panies, and it has, therefore, been necessary to regard all securities 
not held by steam railway companies as “in the hands of the public.'’ 
It is recognized that large amounts of securities are held by corpora- 
tions and by individuals so closely identified with other railwa;, 
corporations that such securities are not in the hands of the public m 
any real sense, but should properly be regarded as the holdings of those 
railways with which such corporations and individuals are associated 
It must be obvious, however, that any attempt by this office to intci- 
pret the statistics in this manner would have resulted inevitably m 
difficulties which could have been removed only by arbitrary methocb 
.All that can be done is to introduce this word of explanation m 
order to guard against the danger of an improper use of the result ^ 
obtained. 

295. CONTROL OF MONEY AND CREDIT 
(AN ACCUSATION)' 

If by a “money trust” is meant - - 

an established and well-defined identity and community of interest between 
a few leaders of finance which has been created and is held together through 
stockholdings, interlocking directorates, and other forms of domination 
over banks, tiust companies, railroads, public-service and industrial corpora- 
tions, and wliich has resulted in a vast and growing concentration of control 
of money and credit in the hands of a comparatively few men — 

your committee has no hesitation in asserting as the result of it^ 
investigation up to this time that the condition thus described exists 
in this country today. 

This increased concentration of control of money and credit has 
been effected principally as follows: 

First, thiough consolidations of competitive or potentially com- 
petitive banks and trust companies, which consolidations have in turn 
been brought under sympatlietic management. 

* Adapted from the Report of the Committee to Investigate the Concentration of 
Control of Money and Credit, February 28, 1913, pp. SS'Sb, i30“33- 
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Second, through the same powerful interests becoming large stock- 
holders in potentially competitive banks and trust companies. This 
IS the simplest way of acquiring control, but since it requires the 
largest investment of capital, it is the least used, although the recent 
investments in that direction for Unit a])parent purpose amount to 
lens of millions of dollars in present market values. 

Third, through the confederation of potentially competitive lianks 
and trust companies by means of the system of interior king direi- 
torates. 

Fourth, through the influence which the more ])ow'eiful banking 
houses, banks, and trust companies have seiured in tin* managemenl 
of insurance companies, railroads, prodiu ing and trading coipoialions, 
and public utility corporations, by means of stockholdings, voting 
li lists, fiscal agency contracts, or representation u])on their boaids 
of directors, or through supjdying the money re(|uirements of railway , 
industrial, and public utilities corporations and thereby being enabled 
to participate in Uie determination of their financial and busim-ss 
policies. 

Fifth, through partnership or joint-aciount arrangements between 
a few of the leading banking houses, banks, and trust conqianies in 
the purchase of security issues of the great intei stale corporations, 
accompanied by understandings of recent growth sometimes called 
“banking ethics” which have had the effect of effectuall\' destio\ ing 
competition between such banking houses, banks, and trust com])anics 
in the struggle for business or in the purchase and sale of large issues 
of securkies. 

The parties to this combination or understanding or community 
of interest, by whatever name it may be called, may be convenientlv 
classified, for the purpose of dilTerentiation, into four sejiarate 
groups. 

First: The first, which for convenience of statement we will (all 
the inner group, consists of J. P. Morgan & Co., the recogni/ad 
leaders, and George F. Baker and James Stillman in their individual 
capacities and in their joint administration and control of the First 
National Bank, the National City Bank, the National Bank of Com- 
merce, the Chase National Bank, the Guaranty Trust Co., and the 
Bankers Trust Co., mth total knowm resources, in these corporations 
alone, in excess of $1,300,000,000, and of a number of smaller but 
important financial institutions. This takes no account of the 
personal fortunes of these gentlenfen. 
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Second: Closely allied with this inner or primary group, aiirl 
indeed related to them practically as partners in many of their lar^^t r 
financial enterprises, are the powerful international banking hous( ^ 
of Lee, Higginson & Co., and Kidder, Peabody & Co., with thru 
aflSliated banks in Boston -the National Shawmut Bank, the Fir^ 
National Bank, and the Old Colony Trust Co.— having at least mon 
than half of the total resources of all the Boston banks; also with 
interests and representation in other important New England finaiu ieil 
institutions. 

Third: In New York City the international banking house of 
Messrs. Kuhn, Loeb & Co., with its large foreign clientele and con- 
nections, whilst only qualifiedly allied with the inner group, and onb 
in isolated transactions, yet through its close relations wdth tin 
National City Bank and the National Bank of Commerce and other 
financial institutions with which it has recently allied itself has man\ 
interests in common, conducting large joint-account transactioiu 
with them, especially in recent years, and having what virtuall\ 
amounts to an understanding not to compete, which is defended 
as a principle of “banking ethics.” Together they have with a 
few exceptions pre-empted the banking business of the important 
railways of the country. 

Fourth: In Chicago this inner group associates with and makes 
issues of securities in joint account or through underwriting participa- 
tions primarily with the First National Bank and the Illinois Trust 
and Savings Bank, and has more or less friendly relations with the 
Continental and Commercial National Bank, which participates at 
times in the underwriting of security issues by the inner group. These 
are the three largest financial institutions in Chicago, with combined 
resources (including the two affiliated and controlled State institution^ 
of the two national banks) of $561,000,000. 

Radiating from these principal groups and closely affiliated witli 
them arc smaller but important banking houses, such as Kissel, 
Kinnicut & Co., White, Weld & Co., and Harvey Fisk & Sons, who 
receive large and lucrative patronage from the dominating groups and 
arc used by the latter as jobbers or distributors of securities the issuing 
of which they control, but which for reasons of their own they prefer 
not to have issued or distributed under their own names. Messrs. Lee, 
Higginson & Co., besides being partners with the inner group, are 
also frequently utilized in this service because of their facilities 
distributors of securities. 
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Beyond these inner groups and subgroups are banks and bankers 
throughout the country who co-operate with them in undenvriting 
or guaranteeing the sale of securitie'^ olTered to the pu])lic and who also 
act as distributors of such securities. It was inipossihlo to learn Uie 
identity of tliese coqioralion^, owing to the unwillingness of the 
members of the inner group to disclose the names of their underwTiters, 
hut sufficient appears to justify the statement that there are at least 
hundreds of them and that they extend into many of tlie cities thiough- 
out this and foreign countries. 

The patronage thus proceeding from the inner group and its sub- 
groups is of great value to these banks and bankers, wdio arc thus tied 
by self-interest to the great issuing houses and may be regarded as a 
part of this vast financial organization. Such patronage \ i(‘lds no 
inconsiderable part of the income of these banks and bankers am! 
without much risk on account of the fa( ilities of the jirimipal gioups 
for placing issues of securities through their domination of great 
banks and trust comjianies and theii other domestic affiliations ami 
their foreign connections. 

It can hardly be exjiected that the banks, trust companies, and 
other institutions that are thus seeking participations from this inner 
group would be likely to engage in business of a character that would 
be displeasing to the latter or that would interfere with their jilans 
or prestige. And so the protc'ction that can be olTered by the members 
of this inner group constitutes the safe-,t refuge* of our great industrial 
combinations and railroad systems against future com(>< tilion 1 In* 
{)ow'erful grip of these gentlemen is upon the throttle that controls 
the wheels of credit and upon their signal tliose wIutIs will lui n or slop. 

Through their power and domination over so man) of the largest 
financial institutions, wdnch, a^ buyers, underwi itc'rs, distributors, or 
investors, constitute the principal first outlets for security i'^sues, 
the inner group and its allies have drawn to themselves the bulk of the 
business of marketing the issue's of the greater railroad, jiroduc ing and 
trading, and public-utility coiporations, wdiich, in conseciuence, have 
no open market to which to ajipeal; and from this position of vantage, 
fortified by the control exerted by them through vc)ting trusts, repre- 
sentation in directorates, stockholdings, fiscal agencies, and other 
relations, they have been able in turn to direct the clepD-^its and 
other patronage of such corjiorations to these same financial institu- 
tions, thereby strengthening the instruments thiough which they 
work. 



754 


INDUSTRIAL SOCIETY 
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m;uhinations of certain powerful men should for a moment have 
found lodgment anywhere. Men possessing even a fraction of the 
inlUicncc and resources attributed to them always are the ones iu)l<ling 
the largest amounts of fixed investments whith, by disturbed financial 
C()n(litions, always suffer most severely. 

The resolution under which your Committee ads further states 
that a comparatively small group of men “ha\e wiehled a power o\er 
the business, commerce, credits, and finaiucs of the country that i^ 
despotic and perilous and is daily becoming more j)ci ilous to the public 
welfare.” 

For the maintenance of such an impossible economic theory tluae 
ha\e been spread before your Committee el.iborato tables of so < ailed 
interlocking directorates from which c\ccedingl\' mKlahc-n infcTenc c's 
have been publicly drawn. In these t.ildes it is shown that iSo 
bankers and bank directors ser\e upon the bo<irds of coiporalmns 
having resources aggregating twent\'-tive billion dollars, and il is 
rn[)lied that this vast aggregate of the counti\ ’s wealth is at the dis- 
posal of these i8o men. But such an implication rc ds solely upon the' 
untenable theory that these men, li\ing in dilTercnt parts of the* 
country, in many cases person ill\ uiiac (luaiiitcsl with each other, and 
in most cases associated only in occasional transactions, cole alwa\s 
for the same policies and control with united t)urj)Ose the diiedoralc'-. 
of the 132 corporations on which they serve. The testimony f.iilc-d to 
esta!)lish any concerted policy or harincmy of action binding these 
I So men together, and as a matter of fact no sue h [)olic\ exists. I he 
alisiirdity of the assumption of suc h control becomc's more apparent 
when one considers that on the average the-e directors reprc'scuil 
(udy one-quarter of the memberships of thedr boards. 1 1 is pre 
[)o5tcrous to suppose that every “intcrlcjcking” director has full con- 
trol in every organization with wdiich he is connected, and tliat the 
majority of directors who arc not “interlocking ’ arc mere figureheads, 
subject to the will of a small minority of their boards 

The steady growth in the si/e of banks in New \ork and Chicago 
and the frequent merger of two or more banks into one institution have 
erroneously been designated before your Committee as concentra- 
tion.” ddiis steady growth and thc.se mergers, however, are a develop- 
ment due simply to the demand for larger banking facilities to care 
for the growth of the country’s business. As our cities double and 
treble in size and importance, as railroads extend and industrial 
plants expand, not only is it natliral, but it is necessary, that our 
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banking institutions should grow in order to care for the incrcastd 
demands put upon them. Perhaps it is not known as well as u 
should be that in New York City the largest banks are far inferior in 
size to banks in the commercial capitals of other and much smalhr 
countries. 

It is also perhaps not sufficiently recognized that, even as it o, 
American banks have not fully kept pace with the development df 
American business. Hundreds of the financial transactions of to(ln\ 
are so large that no single bank commands sufficient resource^ to 
handle them. This is especially true with respect to the great public 
utilities which are essential for the development and welfare of thi' 
community. Even our largest banks are seldom able separate! v to 
extend the credit which such undertakings require, no one natioinl 
bank being permitted by law to loan in excess of lo per cent of il^ 
capital and surplus to any one individual or concern. When it i'. 
remembered that literally hundreds of corporations in this country 
are now obliged to borrow annually sums of a million dollars and 
upward apiece, it is obvious that the size of our banks must grow to 
keep pace with this demand. 

Many questions were asked before your Committee as to llu' 
wisdom in having representatives of private banking houses sit upon 
the board of corporations whose securities the same bankers fic- 
quently offer for sale. This practice, which has been in vogue 
abroad ever since the creation of limited companies, has arisen, not 
from a desire on the part of the banker to manage the daily affaii^ 
of the corporation or to purchase its securities more cheaply than he 
otherwise could, but rather because of his moral responsibility 
sponsor of the corporation’s securities, to keep an eye upon its policies 
and to protect the interests of investors in the securities of that cor- 
poration. For a private banker to sit upon such a directorate is in 
most instances a duty, not a privilege. 

Another line of your inquiry, certainly pertinent to the general 
subject, was as to whether “the marketing of the securities that 
from time to time have been issued by interstate railroads and indus- 
trial corporations has been by competitive bidding or otherwise.” On 
this matter we are pleased to submit certain considerations which, we 
are confident, are borne out by the facts; First, in general and over a 
period of time the sale of such securities is invariably subject to the 
competition of market conditions. We have not heard of an instance 
where any corporation failed to secure the benefit of a price for its 
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issues as excellent as conditions at the time warranted. Second, 
in the case of most of the leadin" commercial -rcurities, state jniblic- 
service commissions pass witli great care iij^on the pnct's at which the 
securities of all transportation and public utility ct)ri)orations are 
sold. Third, competitive bidding, in the sense of having railroad 
and industrial securities oiTered practically at public auction, as in 
the case of municipal secuiitics, is seldom or never jiracticed 

The reasons against such practice are plain. Such corporate 
issues have neither the security, the steadiness, nor the general con- 
fidence possessed by municipal boncK, and while in good limes it is 
possi])lc that they might be subscribes! h)r at public auction, in bad 
limes there w’ould be no one to bid for them. It is [)raclicall\ incon- 
ceivable that a municipality should go Icankrupt and make permanent 
default of its obligations. Quite olheiwisc is the c'asc wdth railioad 
or industrial corporations. Should these latter ai)peal direc tly to tlie 
jcroverbially timid invested, there can be little question that in times 
of stress support w^ould be totally lacking. We should ha\e the 
spectacle of numberless corporations failing for hu k of strong financial 
or banking support. 

Still another consideration inducing large corporations to appoint 
fiscal agents is that frequently such corporations are obliged to under- 
take operations of such magnitude and complexity oxer a series of 
xeai s that they must invoke uninterruptedly the la'st fnancial aclvicc 
obtainable. 

As the final point of this memorandum we venture to submit the 
consideration that in a strong public: opinion, such as exists in this 
country, there lies the greatest safeguard of the community, d'he 
pulilic, that is, the depositors, are the ones who entrust bankcTs with 
such influence and power as they today have in every cixili/ecl land, 
and the puljlic is unlikely to entrust that power to weak or evil liaiuls. 
To us it seems as little likely that the citizens of this country will till 
Congress with rascals as it is that they will entrust the leadershij) 
of their business and financial affair-i to a set of clever rogues. I he 
only genuine power which an individual, or a group of indix iduals, can 
gain is that arising from the confidence reposed in him or them by 
the community. These are axioms which it seems almo.st idle to 
repeat. They apply to all business, but more em{)hatically, we 
believe, to banking than to any other form of commerce, lo bank- 
ing the confidence of the community is the breath from wdiich it 
draws its life. 
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297. SOME ADVANTAGES OF CONCENTRATION 
A* 

Those who advocate the formation of large industrial comhina 
lions claim that they possess over the system of production on a 
smaller scale by competing plants the following advantages- 

1. Concentration. — By closing individual plants less favorabK 
located or less well equipped and concentrating production into the 
best plants most favorably located a great saving can be clTcctcd, 
both in the amount of capital necessary for the production of a 
given product and in the amount of labor required. 

2. Freights. — Where the product is bulky, so that the freight 
forms an essential element of the cost, much can be saved by an 
organization which has plants established at favorable locations in 
dilTerent sections of the country so that purchasers can be suppluMl 
from nearest plants, thus saving the cross freiglits, which, of course, 
must be paid where customers are supplied from single competing 
plants. 

3. Patents and brands. — Where dilTerent establishments selling 
separate brands are brought together into one combination, the use 
of each brand being common to all, a great saving is often elTected. 
since the most successful can be more efficiently exploited. 

4. Single management. — The great completeness and simplicity 
of operation of a single great corporation or trust are aKo a source of 
saving. Where each of the dilTerent establishments had before a 
president, a complete set of officers, and a separate office fore e, the 
combined establishment need have but its one set of chief officers, 
and subordinates at lesser salaries may take the places of the head^ 
of separate establishments. It is likewise true that this same form 
of organization enables one set of traveling salesmen to sell all of 
the brands or all classes of goods for the separate establishments, and 
in that way much labor is saved. 

5. Skilled management. — The bringing into co-operation of leading 
men from the separate establishments, each having dilTerent elements 
of skill and experience, makes it possible to apply to the business the 
aggregate ability of all, a factor in many instances doubtless of 
great advantage. To some degree there may be a finer specialization 
of business ability, each man being placed at the head of the depart- 
ment for which he is specially fitted, thus giving, of course, the most 

* Adapted from the Report of the Industrial Commission^ 1900, I, 32-33. 
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skilled management possible to the entire industry, wlicreas before 
the combination was elTectcd oiiK a conip,irati\ olv few of the leading 
establishments would ha\c managers of ecjual skill. 

6. Export trade. I he control of large capital also, it is asserted, 
enables the export trade to be dc\ eloped to miuh better advantage 
than could be done by smaller establishments with less wealth at their 
disposal. 

lb 

The main advantage is stated to be that of eumomy in pio- 
diKtion relleeted in lower pri.es to the consumer, d'he fact that 
laige ec'onomics must necessaiily accrue admits of no denial. lUit 
are these followed by lower prices to the consumer ? We lind nothing 
in the record to justify any such conclusion. 

Another advantage which is said to Ilow from combination is 
that of a more perfect product. 'I'liere is nothing upon the recoid 
to justify this conclusion. W bile it m.iy be that the normal tendenc y 
of business is to secure the largest markiU, and with that end in view 
to give the largest .satisfaction to the buung it is cjuite clear that sub- 
stantially undisputed control of both picxluct and market enables a 
combination to economi/e in (jiialitc without fear of pernicious 
results. 

Another advantage is alleged to be that of better w.iges and moie 
constant employment of labor. We arc' e(|ually unable to rc'ac h this 
conclusion. No part of the jnolit aiidng from admitted ec onomics 
and resulting in large dividends on inll.ited stocks, has reac hed l.ibor 
in the form of increased wages, while the c laim of c on'lam v of c'lnplos • 
ment is negatived by the fact that fac tones in ojieration for a gc'iiera- 
tion have been closed, and that woiking men, more or less < out inuallc 
employed for years in a factory independently operated, have been 
di-cliarged upon its absorption by the combination. 

Still another advantage allegecl is that of stability of [)rice to the 
consumer. This must be admitted. But the question is whether 
the fixing of a stable price operates to his advantage. 

See also 196. Regulation of Production through Combinations 

253. The Economic Advantages of Concentratmn. 

254. Concentration in Marketing 

256. The Limits of Concentration in Modern liusine.ss. 

293. Forces Making for Combination 

' Report and Proceedings of the jSini Commillee of the Senate and Assembly 
\ppoinled to Investigate Trusts (Albany, i8g7), pp. 15 *8 
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298. THE GOOD BIG-BUSINESS' 

It is sometimes asserted that the mere size of a corporation should 
not affect its standing before the law, or its rights and obligations 
In the sense in which this assertion is probably intended, it is corrcc t, 
but if it is intended to imply that a corporation requires no more legal 
control when it is large than when it is small, it is untrue. The larger 
the corporation, the greater is its power, either for good or for e\i], 
and that makes it especially important that its power be under conlrol 

If I may use a homely illustration, I will take the common house 
cat, whose diminutive size makes her a safe inmate of our houselndii 
in spite of her playful disposition and her liking for animal food. If, 
without the slightest change of character or disposition, she wcie 
suddenly enlarged to the dimensions of a tiger, we should at least 
want her to be muzzled and to have her claws trimmed, whereas if 
she were to assume the dimensions of a mastodon, 1 doubt if ain 
of us would want to live in the same house with her And it would 
be useless to argue that her nature had not changed, that she was ju^t 
as amiable as ever, and no more carnivorous than she always had been 
Nor would it convince us to be told that her productivity had greatl\ 
increased and that she could now catch more mice in a minute than 
she formerly could in a week. We should be afraid lest, in a pla} ful 
mood, she might set a paw upon us, to the detriment of our e})idernii'', 
or that in her large-scale mouse-catching she might not always dis- 
criminate between us and mice. 

299. THE EVILS OF THE SITUATION^ 

Setting to work according to the method of observation, we will 
first seek accurately to understand the evils which constitute the 
problem. If one were to jot down the various evils retailed in news- 
papers, magazines, and reports to legislatures, a somewhat confused 
list similar to the following one would be the result: 

1. Exorbitant prices. 

2. Bribery of the employees of competitors. 

3. Abuse of patents. 

4. Secret control of so-called competitors. 

' Taken by permission from T. N. Carver, Essays in Social Justice, pp. 329- 
32. (Harvard University Press, 1915.) 

® Taken by permission from L. H. Haney, Business Organization and Com- 
bination, pp. 366 69. (The Macmillan Co , 1914.) 
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5. Price discriminations. 

6. Discriminations in granting croilit. 

7. Preventing purchasers from dealing with com^>etitore. 

8. Factors’ agreements. 

g. Monopoly of natural resources. 

10. Retarded progress thiough monopoly. 

11. Poor service. 

12. Waste and extravagance. 

13. Overcapitalization. 

14. Buying plants to shut them down. 

15. Overgrown corporations. 

16. Fraudulent promotion. 

17. Excessive promoters’ and underwriters’ profits. 

18. Inadequate financial statements. 

19. Inadequate reserves. 

20. Interlocking directorates 

21. Manipulation, or “inside” management. 

22. “Melon cutting.” 

23. Abuse of proxies. 

24. Abuse of minority stockholders. 

25. Abuse of employees. 

26. Hostility toward corporations. 

27. Uncertainty as to the meaning of “reasonable rc'jtr.iint of trade.” 

28. Inability to co operate. 

29. Political corruption. 

A cursory inspection of this sinister li'^t leads one to sec that it 
contains some overlapping and dupliration, and to surmise that a 
little analysis might lead to a classification which would bring out 
the underlying causes. 

In the first place, it becomes evident that this long list of evils all 
centers in four or five main points. Thus, all the abuses whi( h lead 
to the terrorism or destruction of competitors by wrongful means 
tend to establish, or at least to make possible, high prices through 
monopoly. All those which lead to waste and uneconomical produc- 
tion tend toward higher costs and prices, and toward poorer service. 
I hose evils, however, which, like promotion abuses, manipulation by 
directors, and abuse of minority stockholdings, mean a clash of 
interests within corporations and a loss to investors, do not directly 
mean monopoly or higher prices to consumers. Other evil centers in 
the labor problem, or in politics. These last evils will not be dis- 
cussed in these pages, the one ^roup being rather indirectly and 
remotely connected with business organization; the other being 
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non-economic. We can therefore group all the evils mentioned under 


six heads: 

I. High prices (i-g, 10-17, 20, 28, etc.) 

1. Monopoly control (1-9, 20) Xhe consuming 

2. Uncconoinical produclion (10-15, 26-28, 3, 4, 9, public 
16, 19) 

II. IneHicient service (10-15) 

III. Abuse of inveslors (12-24) Security-holders 

IV. Abuse of employees (25) Laborers 

V. Uncertainty among business men (26-28) Business men 

VI. Political corruption (29). The state 

In the second place, and closely related to the foregoing head , 


several dilTcrent classes of interests are clearly impinged upon by the 
evils listed; for some concern the “public” as consumers y others that 
small part of the public which holds stocks and bonds in corporation^, 
the security-holderSj others the labor class. Finally, the political puhlu , 
or govermnenty has been attacked by corruption in its legislatures and 
courts. 

One can hardly go this far in the analysis of particular evils with 
out noticing that it points to the existence of two separate but inter- 
related problems: one the problem of combination organization and 
its relation to the public, the other the problem of simple corporate 
organization and its relation to corporation members. To the authoi 
it seems that this distinction is a point of capital im[)ortance. In 
these days we hear too much of the “trust problem” and too littK 
of the corporation problem. The former is the problem of monopol\ . 
and involves broad questions of economic policy. 'Phe evils vvluLh 
come under it are economic conditions and can be remedied only b\ 
modifying economic forces. It touches the masses of consumer^ 
very directly. The corporation problem, on the other hand, con 
cerns the form of business organization, and is largely concerned with 
legal institutions. Its evils are attributable to corporations as such, 
regardless of combination or monopoly; and they can be remedied 
only by altering corporation law. They concern the investing cla'^^ 
most obviously. But the corporation problem is no mere investor'-’ 
problem. For one thing, it should be clear that whatever so affect^ 
investors that they are hindered in supplying the funds that are 
needed adequately to equip business organization will also hinder 
production and injure the general public. Those directors or officers 
of corporations who abuse their trusts, manipulate their organizations, 
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;\nd “hold up minority stockholders are helping to discredit the 
corporation as a form of business organization, and to retard invost- 
nient. But more than this: the corporation problem is intiin:Uel\ 
trapped up with the “trust problem.” Years ago a well known 
\merican economist wrote: “At the bottom of c\erv monopoly ma\ 
be traced the insidious influence of the peculiar pri\ileges width tlie 
law grants to corporations.” This fact wc are too i)rone to forget 
While the corporation is not to be thought of as being a nc(('ssaril\ 
sinister institution, nor as being necessarily monopolist ie, still it is 
true that the power to amass great capital with limited liability, and 
to administer it with inadequate responsibility cither to the stoi k 
holders or to the State, which power the joint-st<H k business ( orpoia 
tion possesses, may facilitate the formation of monopolies and the 
jierpetration of monopoly abuses, 'bhe coriioration is the leadm- 
form of business organization, and it is of the highest importann’ 
that it should be used, not for the e\ploit<ition of the publu and (In 
enrichment of the “insider,” but for the honest, efTii ient, and demo- 
iratic administration of production. No small part of the “trii-i 
problem” would be solved if this were the case. 

E. Remedial Action 

300. CONTROL THROUGH Kl'lHC.XL DlcVIcbOlbMKN I' 

In industrial relations, in those things winch peojile regard as 
matters of business, the commuidty relies on self-interest to take' 
the place of self-government. Of course we do not carr\ this pursuit 
of self-interest to a point where it would violate our code of personal 
morality. We do not tolerate the ordinary and commonplace form 
of lying and cheating. We do not use our commercial jiowcr to 
oppress individuals whom we know. We do not eommit serious 
breaches of trust where the interests of some spec ilic person have heem 
[)lared in our charge. Commercial society would not tolerate any of 
these things; and even if it did, our own instincts of j)ersonal moralit> 
would prevent us from doing them. But when the personal relaticjn 
docs not come so prominently into the foreground; when the peojilc 
who are injured by our conduct are not certain delmite persons whom 
we see, but an unknown and indefinite body which we do not see. 
when we lay our plans to deceive, not some sj)ccific individual or 
group of individuals, but large sections of the public, when the trust 

'Adapted by permission from A, ST. Hadley, Freedom and Responsibxhl 
PP* 155-61. (Charles Scribner’s Sons, 1903. Author’s copyright.) 
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which we are exercising and which we have it in our power to break is 
not in the name of some specific ward, but on behalf of a general 
body of stockholders or bondholders— then our standards are much 
less satisfactory. 

The commercial public has seen so much good arising from 
competition that it has come to rely upon this as a means of checking 
the evil effects of individual selfishness, and to regard it as far more 
powerful and universal than it really is. It has come to consider 
business as a game, to be played by each man in his own interest, 
subject to certain well defined rules or conventions of business life, 
but involving no special obligations outside of those rules. The 
public has assumed that if each man played this game fairly, with a 
\iew to securing all he could for himself, the general interests of 
industry and commerce would be well subserved. 

We arc, I think, beginning to be dissatisfied with this view of 
commercial ethics; and I regard this growing dissatisfaction as one 
of the most fortunate signs of the times. We are beginning to recog- 
nize that it is not enough to insist that the game of business should 
be played fairly, or to modify the ethics of that play by personal senti- 
ment in those cases where we see the individual injury done, and in 
those alone. We are recognizing that business is something more 
than a game which each man can play to win. In its modern shape 
commercial business for all its leaders represents a trust. 

Of course nine-tenths of the schemes proposed for such better- 
ment are impracticable, or worse. The men who are most ready to 
suggest panaceas arc usually the ones who know the least of the 
difficulties of the case. But we have it in our power to carry out a 
slow but thorough reform of industrial relations if we simply keej) 
this conception in view: that the amount of money made in business 
docs not represent the real measure of a man’s business power or 
business achievement. Our ethical standards in recent years have led 
us to place too high a valuation upon success in money-making as a 
test of a man’s commercial and industrial efficiency. Money, after all, 
is but a tool of trade. It is an important means of service to society; 
and its possession or control may be important evidence that a man 
has rendered such service. But if we regard money as an end instead 
of a means, or confound the evidence of success with the success itself, 
we have made a most serious mistake in the arrangement of our 
standards. If a man gets money^in ways which prove injurious to 
society instead of beneficial, this furnishes no more reason for giving 
him social consideration than it does in the case of the burglar or 
forger who has managed to escape state’s prison by a technicality of the 
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law. If men of good character, business sense, and clear-headed 
ethics can insist upon the duty of rendering continuous service to the 
public at reasonable rates, and by methods which prevent disastrous 
fluctuations in the value of securities, and regard wealth wliidi is 
made by sacrifice of these standards as [)rima facie e\idente of moral 
weakness ratlier than of industrial power, the problem will be soKed. 
I believe that there is no other way to its solution, and that in the 
present temper of the American people and the present jiower of 
public opinion, there is a very strong ho{)e of making progress toward 
a solution on the lines here suggested. 

301. PROPOSED CORPORATION REFORM' 

I. Enact a national corporation lauK--~Vrc^uk'i\i d'aft recommended 
such a law under the advice of his Attorney-Ocneral. 1 have Ix'cn 
contending for such a law for the past ten years and have ne\er 
doubted its constitutionality. Most of the imjxirtant corporations 
except banks and local utilities could be reai hc'd by it, as being engaged 
in foreign or interstate commerte as now understood. Whether the 
result be accomplished by direct national incorjioration or through the 
indirect method of federal license and control is immateri.d as com- 
pared with the inestimable advantages of either method over the 
prevailing lawless situation which constitutes a reproach to our insti- 
tutions. 

Substantial progress might also be made through the agency of the 
stock exchanges by t)lacing them undca- the supervision of the fecha.il 
government as is now the law of every Isuropean country. Tlie New 
York Stock Ivxchange is the gieat security market of the world. Its 
far-reaching power over the business and Unara es of the country is not 
understood. It is essentially a publk ageiu) international in its scoj e. 

Among the other urgent corporate reforms there may be men- 
tioned: a uniform law for corporations engaged in foreign and inter- 
state commerce on the general lines of tlie “ Jiritish Companies Acts,” 
which requires, among its other drastic provisions, (i) that the 
organizers fully disclose and deposit at the public office designated 
for the purpose all contracts showing the profits of bankers, brokers, 
promoters, underwriters, and middlemen under severe criminal 
penalties for violating these requirements; (2) that the stock be 
publicly offered and fairly allotted among the subscribers before it 
can be listed or dealt in on the stock exchange; (3) that the books be 
audited by independent public chartered accountants, who must 

» ArtantpH hv nermission from an address delivered bv Samuel Untermyer at a 
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prepare and send to the stockholders annually in advance of the 
annual meeting a statement of the accounts for the year. These 
accountants must be elected annually by the stockholders. They 
cannot hold over. (4) The directors must make full disclosure to the 
stockholders of the business of the corporation and must attend 
the annual meeting to answer such questions as may be put to them. 
1 he compensation payable to them is voted by the shareholders, and 
under the English customs they cannot gamble in the securities 
of the company to which they hold a trust relation that is regarded as 
sacred everywhere save with us. 

There is no such thing in England or on the Continent, under their 
laws, as a director making money out of his corporation directly or 
indirectly, whilst with us it is the rule rather than the exception and 
nothing is thought of the vicious [)ractice. They have no banking 
houses that name the directors, control the policies, buy from the 
companies the securities thus controlled at prices fixed by themselves, 
sell them at a profit to themselves and act as fiscal agents by putting 
the funds into their own bank accounts on their own terms and then 
solemnly pass resolutions ratifying all they have done. A director 
who did the things there that arc tolerated with us would be dis- 
graced and drummed out of the community. 

2. The entire procedure ajjccting insolvency and the reorganization 
of insolvent corporations must be revolutionized and reversed , — 

a) A national incorporation law is the first necessary step in the 
process of simplifualion of the procedure. 

h) The court proieedings for the appointment of receivers should 
be instituted by the Interstate Commerce Commission, somewhat 
after the fashion in which the Comptroller of the Currency appoints 
receivers for insolvent banks. The inauguration of that method of 
dealing with national banks and in the several states in which the 
bank superintendent acts for state banks and the superintendent of 
insurance for insolvent insurance corporations resulted in minimizing 
the expenses and in expediting the closing out of insolvent companies 
in their respective jurisdictions. 

c) Notice of the application for receivers should be given by pub- 
lication or otherwise to all securityholders, with the opportunity to 
them to be heard as to the necessity for the receivership and the 
personnel of the receivers. 

d) The plan of reorganization should be subject to the approval 
of the Interstate Commerce Commission and of the court in the case of 
railway companies and to the Trade Commission and the court where 
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industrial corporations are concerned. If it is just, it should be put 
into effect upon the approval of threc-fourlhs of eai h c lass of security* 
holders. If it is oppressive, any seuirit) holder should l)c al)le to 
defeat it. 

e) The farce of selling a property of this chai.iacr should Ije 
abolished. Upon the approval of the {)lan by the court the new or 
reorganized company should take the place of the old company. 
Every securityholder would be bound by the plan and the securities of 
the new company would stand pledged and liable to sale for the pay- 
ment of such assessment as the court may deem necessary to rehabili- 
tate the projKTty. 

f) All the expenses of reorganization, as well as the amount and 
(harader of new securities to be issued, should be subject to the 
approval of the Commission, d'he entire i)rocedure should be under 
its control, subject to review by the courts. 

3. Representation and protection of fninonty stockholders, — It is 
manifestly right that the majority should control, but it is funda- 
mentally wrong that the minority should ha\e no rej)resentation in 
corporate management and no ()[)portunity to inform itself of the 
way in which the majority is administering its trust. Compulsory 
cumulative voting, which means proportional representation of the 
board of directors, should be a comhtion of every corporate charter. 
Some of the states require cumulative voting by their constitutions. 

4. The existing methods of electing directors should be abolished 
and an entirely new system substituted, by (ij reciuiring the board 
of directors to nominate its candidates before the election and to 
advise the stockholders of such nominations, (2) abolishing proxy 
voting; (3) permitting stockholders to vote by mail as well as in 
person, but not by proxy; and (4) prohibiting an} one other than the 
true owner froni voting the shares. 

In great corporation^ where the stock is widely scattered the 
control is frequently retained for a decade or more by interests that 
have little or no linancial stake in the corporation except to exploit it 
for their own gain, and it has been found well-nigh impossible to 
dislodge them in the face of their demonstrated unfitness. This is 
especially true with respect to railroad corporations and great inter- 
state industrial combinations. It is due partly to the secrecy that 
is tolerated in corporate affairs and the difficulty experienced by 
stockholders in discovering what is being done with their property. 
It is, however, mainly due to the antiquated election machinery, 
the absence qf minority representation, and the vice of proxy voting. 
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302. THE LIIVIITED VOTING DEVICE' 

Other countries have ,i^onc far to keep control of the banks out of 
the hands of large stockholders, ddieir laws render it impossible for 
such holders to dominate the corporation, even though they consti- 
tute the vast majority in ownership 'I'heir effort is to force the con- 
trol into the hands of the greatest number of small scattered holders 
as against the majority of stock interest in the hands of the smaller 
number of holders. 

The following table on this point is illuminating: 


Name of B ink 

Limitation 

H.ink of Kn^kind . . . 

Each stockholder owning £500 stock or more lias 
but one vote, regaidless of the amount of his 
holding 

Union of London and Smith’s 


Lank (England) . . . 

No corporation can hold stock. No transfer can be 
made cxci'pt with consent of directors, who would 
ri fuse consent to transter on pait of anyone to get 
too large holding lUich 10 shares up to 200 has 

I vote, but no holder, rcgardK ss of amount owned, 
has over 20 votes. 

I.ondon and Westminster 


Bank (England).. . 

Holder of 10 to 49 share-, has i vote, of 50 to 90 
shares, 2 votes, of 100 to 199 shares, 3 votes, ol 
200 shares, or over, 4 votes. 

Union Bank of Scotland 

I vote for 10 shares, 2 votes for 50 shares; 3 votes 
for 100 shares, and i vote for cvciy 100 shares 
over 100. 

Bank of Scotland . . 

I vote for every £250 (5 shares) but not more than 
20 votes, regardless of amount owned. 

C'omrnercial Bank of Scot- 

land 

5 shares give i vote; 10 shares, 2 votes, 15 shares, 
3 votes; 20 shares, 4 votes, 25 shares, 5 votes, 
35 shares, 6 votes, 45 shares, 7 cotes, 55 shares, 
8 votes, 65 shares, 9 votes, 80 shares, 10 votes, 
95 shares, ii votes, 110 shares, 12 votes; 130 
shares, 13 votes; 150 shares, 14 votes, 175 shares, 
15 votes; 200 shares, 16 votes, which is the 
maximum vote. 

National Bank of Belgium . 

10 shares give i vote. No one can have more than 
5 votes as shareholder and 5 votes as attorney 
for others whatever may be the number of hn 
principals. 

Bank of the Netherlands .. . 

I vote for 5 shares and i vote for each additional 
10 shares. 

Russian banking law. . . . 

No shareholder shall have a voting power exceeding 
one-tenth of the aggregate number of votes of 
members present at general stockholders’ meet- 
ings. 


* From the Rcl>ort of the Committee to Investigate the Concentration of Control oj 
^foney and Credit, I’ebruary 28, 1913, pp. 143-44. 
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303. CUIVIULATIVE VOTING A ClIl'XK ON CONCENTRATION* 

Under this method each share has as many voles in electing direc- 
tors as the number of directors to be chosen. These votes may 
be scattered among the nominees or concentrated in one or two of 
them as the stoekholder sees fit. The ctTect is to make it impossible 
for a majority to elect all the board; the minority at least secures 
representation. 

To illustrate the working of this method, take a corporation in 
which there are 1,000 voting sliares and five members of the board of 
directors to be elected; each share, then, is entitled to five votes. 
We will suppose that there is an organized majority of 550 shares and 
an organized minority of 450 shares. Under the usual arrangement 
a majority vote would be cast for five nominees, all of whom would 
represent the majority stockholders. Under the ciunulative voting 
system, however, each share having fice votes, the majority would 
cast altogether 2,750 votes and the minority 2,250. The majority 
could safely give grof votes to eai h of three nominees and thus elect 
a majority of the board, leac’ing the other two directors to be elected 
by the 2,250 votes of tlie minoiity. Tut if the majority should 
attempt to elect four directors they could give only 687 J votes to each 
of the four, whereas the minority, if wvW organized, could concentrate 
their votes on three directors and give each one 750 votes, thereby 
electing a majority of the board. To make the system and its possi- 
bilities perfectly clear, it would be well for each reader to (onstruit 
mentally a number of hyj)otheti( al cases and to observe how readily a 
minority under this system may secure control of the board of direc tors 
if the majority stockholders are too greedy. 

304. PROPOSED REMEDIES FOR THE EVILS OF d'RUSTS (1900)* 

I. Let-alone /Ju/Zey.— Several of the witnesses are of the opinion 
that any evils connected with the industrial combinations will be 
remedied in the ordinary course of business, and that any attempt 
at regulation by law would be likely to result in more harm than 
good. Competition, either active or potential, is believed by these 
witnesses to be a sufficient preventive of monopoly and extortionate 
prices, while stockholders and investors are believed to be already 

» Taken by permission from W. H. Lough, Corporation Finance, pp. 76-77. 
(DeBower-Elliott Co., 1909. Author’s copyiight, 1917.) 

* Adapted from the Report of the hulustriat Cotnmission, 1900, I, 35-37- 
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sufficiently protected by statute and common law, especially in view 
of the fart that the state cannot guarantee to these persons immunity 
from carelessness and ignorance on their own part. It is also urged 
that, under the common law alone, the courts have always held as 
illegal any monopoly or combination distinctly shown to be in restraint 
of trade. 

2. Direct suppression of monopolislic combinations. — A few wit- 
nesses are inclined to favor the more general enactment of statutes 
along the lines of those already adopted by numerous states, directly 
prohibiting the transaction of business by coml)inations seeking to 
restrain trade or to control prices. 

3. Prohibition of destructive competition. — Two or three witnesses 
testifying in opposition to the Standard Oil Company advocate legis- 
lation to prohibit “destructive competition.” 

4. Publicity. — Many of the witnesses, including even representa- 
tives of combinations, are of the opinion that a much greater pub- 
licity regarding the affairs of such combinations tlian is now 
customary would tend to remove many of the evils. As regards 
(he general public, the knowledge thus secured vcoiild avail to pre- 
vent the maintenance of extortionate prices as well as unfair 
methods and conditions of competition. Stockholder^ and investor^ 
would also be protected against abuses by i)romoteis and officer^ 
of corporations. 

How this publicity should be brought about and the degree to 
which it should extend is a matter uj)on which no general agreement 
existed among the witnesses. 

5. Slate Icy^ts’alion.- chief si)eciric suggestions regarding 

state legislation were: 

a) The classification of corporations should be made much stricter 
than at present, and each class should be confined closely to the 
exercise of its specified powers. 

b) There should be strict inspection of corporations by state 
officials, and publicity should be enforced through reports. This, of 
course, applies primarily to action by the states as regards their o\mi 
domestic corporations. 

c) Combinations, in whatever form (even if it be that of a single 
corporation), between diiTerent corporations, where monopolistic 
intent can be shown, should be prohibited. 

d) Foreign corporations should be forbidden by each state to do 
business within its borders unless conforming to its laws. As to this 
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last suggestion, the powers of states over foreign corporations, so far 
as their interstate business is concerned, would be very limited. It 
appears that the courts would be likely to hold that the states would 
require a special authorization from Congress to enable them to act 
with any considerable efTectiveness in this regard, even if the power 
could be secured in that way. 

6. Federal legislation. — The lines of federal legislation suggested 
fall mainly under the following heads: 

a) Creation of federal corporations under strict federal laws. 
Some would favor incorporation under federal laws only in case of 
very large corporations, while from the legal standpoint some others 
would fix the distinction between state and federal corporations 
along the line of commerce within the states as distinguished from 
interstate commerce. 

h) In connection with federal incorporation, or apart from it, cer- 
tain witnesses favor a considerable degree of regulation of corporations 
on the part of the federal government. In this connection, public ily, 
through reports and inspection, is advocated. A Bureau of Industry 
is suggested by one witness, having powers somewhat similar to those 
of the Interstate Commerce Commission. 

c) Strengthen Interstate Commerce Commission. — Some of the wit- 
nesses complain of the inclliciencyof the Interstate Commerce Commis- 
sion. Others urge that it be given greater power, even judicial power, 
and that pooling among railroads be permitted under its supervision. 

d) Two witnesses are inclined to the opinion that unless Congress 
in some way a.ssumes full control of corporations the United States 
govermnent should remove, by specific act of Congress, the limitations 
which now arc likely to be laid by the courts, on the basis of the 
federal Constitution, upon the powers of the states over monopolistic 
combinations, so far as their interstate business is concerned. It was 
thought, on the whole, that such an act of Congress would probably 
be upheld as constitutional by the courts. 

e) Removal or lowering of larif. — Several of the witnesses, though 
not objecting in the main to the principle of a protective tariff, were 
of the opinion that in some cases the tariff encouraged, or, even, 
as one said, was the chief cause of the trust. In such cases they 
thought it should be lowered or abolished. 

/) Powers of Congress. — Much discussion was presented before 
the Commission as to the constitutional powers of Congress to enact 
legislation along any of the lines above suggested. 

26 
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305. THE SEVEN SISTERS OF NEW JERSEY (1913)* 

[“The Seven Sisters of New Jersey” is the name popularly 
applied to seven acts passed by the l(‘gislaturc of that state in 1913, 
dealing with various aspects of the trust problem.] 

I 

1. A trust is a combination or agreement between corporations, 
firms, or persons, any two or more of them, for the following purposes, 
and such trust is hereby declared to be illegal and indictable: 

(1) To create or carry out restrictions in trade or to accjuiie a 
monopoly, cither in intrastate or interstate business or commeree. 

(2) To limit or reduce the production or in- rea^e the [)ri(c of 
merchandise or of any commodity. 

(3) To prevent competition in manufacturing, making, trans- 
porting, selling, and purchasing of merchandise, produce, or any 
commodity. 

(4) To fix at any standard or figure, whereby its price to the 
{)ublic or consumer shall in any manner be controlled, any aiticle or 
commodity of merchandise, jmoduce, or commerce intended for sal(', 
use, or consumption in this state or elsewhere. 

(5) To make any agreement by which they directly or indirect! \ 
preclude a free and unrestricted comj)etition among themselves, 01 
any purchasers or consumers, in the sale or transj)ortation of any 
article or commodity, either by pooling, withholding from the market, 
or selling at a fixed price, or in any other manner by whii h the f)ri( e 
might be affected. 

(6) To make any secret oral agreement or arrixe at any under- 
standing without express agreement by which they directly or 
indirectly preclude a free and unrestricted competition among them- 
selves, or any purchasers or consumers, in the sale or transportation 
of any article or commodity, either by pooling, withholding from the 
market, or selling at a fixed price, or in any other manner by which 
the price might be affected. 

2. Whenever an incorporated company shall be guilty of the 
violation of any of the provisions of this act, the offense shall be 
deemed to be also that of the individual directors of such corporation, 
ordering or doing any of the prohibited acts, and on conviction thereof 
they shall be punished accordingly. 

‘ Adapted from the Acts of the i^jtli Le gislature of the State of New Jersey, 

1 >P 25-34- 
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3. In addition to the punishment which may be imposed for the 
misdemeanor the charter of the offending corporation may be revoked 
in appropriate proceedings by the Attorney-General of this State. 

II 

It shall be unlawful for any person, firm, coq)oration or associa- 
tion, engaged in the production, manufmture, distribution, or sale 
of any commodity of general use, or rendering any service to the 
public, to discriminate between different persons, linns, associations, 
or corporations or dilTcrent sections, communities, or cities of the 
State, by selling such commodity or rendering such service at a 
lower rate in one section, community, or city than anotlier, or at a 
dilTerent rate or price at a point away from that of production or 
manufacture as at the place of production or manufacture, after 
making due allowance for the difference, if any, in the grade, quality, 
or quantity, and in the actual cost of transj)ortation from the {)oiiit 
of production or manufacture, if the elTect or intent thereof is to 
establish or maintain a virtual monopoly, hindering competition, or 
restriction of trade. 

III 

Any corporation formed under this act may purchase property, 
real and personal, and the stock of any corporation, necessary for 
Its business, and issue stock to the amount of the value thereof in 
payment therefor, subject to the provisions hereinafter set forth 
and the stock so issued shall be full paid stock, and not liable to an\ 
further call; and said corporation may also issue stock for the anujunt 
it actually pays for labor performed. 

Provided, that when property is purchased the purchasing corpora- 
tion must receive in property or stock what the same is reasonably 
worth in money at a fair, bona fide valuation; and provided further, 
that no fictitious stock shall be issued, that no stock shall be issued 
for profits not yet earned, but only anticipated; and provided further, 
that when stock is issued on the basis c^f the stock of any other corpora 
tion it may purchase, no stock shall be issued thereon for an amount 
greater than the sum it actually pays for such stock in cash or its 
equivalent; and provided futlhcr, that the property purcha^^ed or the 
property owned by the corporation whose stock is purchased shall 
be cognate in character and use to the property used or contemplated 
to be used by the purchasing corporation in the direct conduct of its 
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own proper business: and in all cases where stock is to be issued for 
property purchased, or for the stock of other corporations purchased, 
a statement in writing, signed by the directors of the purchasing 
company or by a majority of them, shall be tiled in the office of the 
Secretary of State, showing what property has been purchased, and 
what stock of any other corporation has been purchased, and the 
amount actually paid therefor. 


IV 

Any person or persons, who shall organize or incorporate, or pro- 
cure to be organized, or incorporated, any corj)oration or body politic, 
under the laws of this State, with intent thereby to further, promote, 
or conduct any object which is fraudulent or unlawful under the laws 
of this State, or wddeh is intended to be used in restraint of trade or 
in acquiring a monopoly, when such corporation or body politic 
engages in interstate or intrastate commerce, shall be guilty of a 
misdemeanor. [The same provisions were made applicable to officers, 
directors, managers, or employees of corporations.] 

V 

When two or more corporations are merged or consolidated the 
coiisolidated corporation shall have power or authority to issue 
bonds or other obligations, negotiable or otherwise, and with or 
without coupons or interest certificates thereto attached, to an 
amount sufficient with its capital stock to provide for all the pay- 
ments it will be rc(juired to make or obligations it will be required to 
assume, in order to effect such merger or consolidation; to secure 
the payment of which bonds or obligations it shall be lawful to mort- 
gage its corporate franchises, rights, privileges, and property, real, 
personal, and mixed; provided, such bonds shall not bear a greater 
rate of interest than six per centum per annum; the consolidated 
corporation may issue ca])ital stock, cither common or preferred, 
or both, to such an amount as may be necessary, to the stockholders 
of such merging or consolidating corporations in exchange or pay- 
ment for their original shares, in the manner and on the terms specified 
in the agreement of merger or consolidation, which may fix the amount 
and provide for the issue of preferred stock based on the property or 
stock of the merging or consolidating corporations conveyed to the 
consolidated corporations, as well as upon money capital paid in. 
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VI 

No corporation heretofore organized or hereafter to be organized 
shall hereafter purchase, hold, sell, assign, transfer, mortgage, [)ledge, 
or otherwise dispose of the shares of the corporate stock of ain other 
corporation or corporations of this or any otiicr State, or of any bonds, 
securities, or other evidence of indebtedness ( reatecl by any other 
corporation or corj^orations of this or any other State, nor as ovviu-r 
of such stock exTrcisc any of the rights, privileges, and powers of 
ownersliip, including the right to vote thereon. Provided, that 
nothing herein contained shall operate to pre\('nt any corporation or 
coiporations from accjuiring the bonds, see uritn or other ev idences of 
indebtedness created by any non-com|)eting corporation in ])a}menl 
of any debt or debts due from any such non-competing corpoiation, 
nor to prcN’Cnt any corporation or corporations cieated under the laws 
of this State from purchasing as a tempor.iry iinestment out of its 
surplus earnings, reserved under the provisions of this act as a work- 
ing capital, bonds, securities, or evidences of indebtedness created 
l)y any non-competing coiporation or corporations of this or any 
other State, or from investing in like securities any funds held 
by it for the benefit of its employees or anv funds held for insurance, 
rebuilding, or depreciation purposes, nor to prevent any corporation 
or corporations created under the laws of this State from [lurchiising 
the bonds, securities, or other evidences of indebtedness created by 
any corporation the stock of which may lawfully be purchased under 
the authority given by section forty-nine of the act entitled ‘ An 
act concerning corporations (Revision of i8(/))”; provided also, that 
nothing herein contained shall be held to afTec t or impair any right 
heretofore acquired in pursuance of the section hereby amended, 
by any corporation created under the laws of this State. 

VII 

Refore any merger of cor])orations (\an be made, the approval 
thereof in writing by the Board of Public Utility Commissioners of 
this State shall be obtained by said corporations and filed in the offu e 
of the Secretary of State, with the names of the directors of each of 
said corporations which assent to the merger. 

3(^. THE SIIER^IAN ANTI-TRUST ACT (1890)' 

I. Every contract, combination in the form of trust or otherwise, 
or conspiracy, in restraint of trade gr commerce among the several 
' From 26 U.S. Statutes 209. 
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states, or with foreign nations [includes territories and District of 
Columbia. — E d.], is hereby declared to be illegal. Every person who 
shall make any such contract, or engage in any such combination or 
conspiracy, shall be deemed guilty of a misdemeanor, and, on con- 
viction thereof, shall be punished by fine not exceeding five thousand 
dollars, or by imprisonment not exceeding one xear, or by both said 
punishments, in the discretion of the court. 

2. E\ciy person who shall monopoli/e, or attempt to monopolize, 
or combine or cons[)ire with any other person or persons to monopolize, 
any part of the trade or commerce among the several states, or with 
foreign nations, shall be deemed guilty of a misdemeanor, and, on 
conviction thereof, shall be punished by fine not exceeding five thou- 
sand dollars, or by imprisonment not exceeding one year, or by both 
said punishments, in the discretion of the court. 

8. That the word “peiNon” or “persons,” wherever used in this 
act, shall be deemed to include corporations and associations existing 
under or authorized liy the laws of either the United States, the 
laws of any of the territories, the laws of any state, or the laws of an\ 
foreign country. 

307. PROVISIONS OF THE FEI)ER\L TRADE COMMISSION 
ACl' (1914)* 

This act creates a Federal Trade Commission of five members, 
appointed by the President with the consent of the Senate. The 
members serve for a term of seven years with an annual salary of 
SiOjOoo. The Commission succeeds to the work of the Bureau of 
Corporations. 

Unfair methods of competition in commerce (what constitutes 
“unfair methods of competition,” not being defined in the act, is left 
for the Commission to determine) are declared unlawful and the 
Commission is to prevent persons, partnerships, or corporations 
(except banks and common carriers, which are otherwise controlled) 
from using such methods. Where such methods are in use and the 
Commission deems it to the interest of the public to have them 
stopped, the Commission must hold a hearing, and if it then considers 
the methods employed illegal under this act it shall order the practice 
stopped. The party subject to the order may appeal from it to the 
United States Circuit Court of Appeals, and the Commission, in case 

‘ Taken by permission from a statement prepared by C. W. Wright 
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its order is not obeyed, may appeal to the court to enforce its order. 
The findin^ijs of the Commission, if siij^ported by testimony, arc con- 
clusive in tlie court. The court ma\ allirm, modify, or set aside the 
order of the Commission. 

The Commission has the power: ((/) to j^alher inforimition about, 
and invest i.i^nitc the business of, those subject to this act; (b) to 
require spec ial and annual reports of such corj)ora turns, (, ) to iiu’csli- 
"ate, and on request of tlie Attorney-Cjeneral they must iiuesti.itate, 
the way in wliich court decrees a,i,sdnst the violation of the federal 
anti-trust laws are bein^ carried out, (c/) on the diiection of the 
rresident or either House of Conitress to invent i^^atc and report the 
fac ts as to any alleged viol.ition of the anti-tru^t laws; (c) on applii a- 
ti(m of the Attorney-General to investigate and recommend readjust- 
ments in the business of any corpor.ilion alh^gcsl to be violating thos^‘ 
laws; (/) to make public such information, except trade secrets amt 
names of customers, as it may deem expcslient in the public intenest, 
and to submit reports and recommendations for h'gislation to ('on- 
gress; (^) to classify c'orporations and make rules to carry out ihi^ 
act; (h) to investigate trade conditions in and wath foreign countries 
where combinations, pravtice^, or other comlitions may affect our 
foreign trade, and to report thereon to Congiess with any recom- 
mendation. 

Power is given the Commission to summon witnesses to testify, 
secure records, etc. 

308. PROVISIONS OF THE CLAVdON ANTTFRUST ACT (igi.t) 

The term ‘^omnibus bill,” frcc(ucnlly applied to the ('layton act. 
well indicates its character as covering a wide range of more or les‘- 
related topics. For the sake of greater clearness concerning its 
significant features, only the chief provisions arc staled here, though 
nothing but a detailed study of the phraseology of the act itself can 
give an accurate conception of its provisions. 

In the main the act attempts to deal with two things: (i) it seeks 
to check certain undesirable practices found among industrial com- 
binations, railroads, and banking institutions; (2) it seeks to give 
labor organizations greater freedom from prosecution under the anti- 
trust laws and in proceedings connected with injunctions. 

In connection with the first purpose the law forbids: {a) dis- 
criminations in prices between purchasers where the effect may be 

' Taken by permission from a statement prepared by C. VV. Wright 
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substantially to lessen competition or create monopoly, though 
differences in price due to variations in quantity, quality, cost of 
selling, or transportation, etc., are permitted; {b) ‘‘tying clauses” 
where commodities, patented or unpatented, are leased or sold, or a 
price is fixed or discount or rebate given, on condition that the lessee 
or purchaser shall not use or deal in the goods of a competitor and 
where the effect of such an understanding is substantially to lessen 
competition or tend to create a monopoly in any line of commerce, 
(c) the holding of the stock of one corporation by another where the 
effect may be substantially to lessen competition or tend to create 
a monopoly (but this docs not ap[)ly to the cases of certain subsidiaries, 
or to branch lines or extensions of railroads, or to stock purchases solely 
as an investment where there is no such tendency, or to such rights 
heretofore legally acquired), (d) after two years, any person serving 
as a director, officer, or employee of more tlian one bank whe re one 
of them is organized under the laws of the United States and cither 
has deposits, capital, surplus, and undivided profits of over $5,000,000; 
or any person serving as an officer, director, or employee of more than 
one bank in any place of over 200,000 inhabitants where either bank 
is organized under the laws of the United States; or serving as a 
director in more than one concern engaged in commerce (other than 
banking institutions and common carriers) any one of which has capi- 
tal, surplus, and undivided profits over $1,000,000 if such concerns arc 
or have been competitors so that an elimination of their competition 
would constitute a violation of the anti-trust laws. 

In the case of railroads, contracts or purchases of goods to the 
amount of over $50,000 in any one year from other concerns, when 
the president, manager, purchasing officer, or agent of the railroad is 
in any way interested in such concern, shall not be made except 
through free competitive bids under rules determined by the Inter- 
state Commerce Commission. 

Any person injured in his business by anything forbidden in the 
anti-trust laws can sue in the federal courts and recover treble dam- 
ages. A violation of any of the penal provisions of the anti- trust 
laws by a corporation shall also be deemed a violation by the officers 
authorizing the act and deemed a misdemeanor subject to fine or 
imprisonment. 

The prohibitions enumerated above are to be enforced, where 
applicable to common carriers, by the Interstate Commerce Com- 
mission; where applicable to banking institutions, by the Federal 
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Reserve Board; where applicable to concerns otherwise engaged in 
commerce, by the Federal d'radc Commission. Whenever there is 
reason to believe that any of these piohibitions are being \iolated 
the respective board or commission shall serve a complaint on the 
offending person or concern and hold a hearing, and if it shall then 
appear that the law is being violated an older shall be issued, or, in 
case the order is not obeyed, the respective board or commission may 
appeal to the United States Circuit Court of Appeals, which, upon a 
hearing, may affirm, modify, or set aside the order. 

In the second group of provibions, which in( luded those dealing 
with labor organizations and their practices, the law first dec lares 
that the labor of a human being is not a commodity or an article 
of commerce and that nothing in the anti-trust laws shall be con- 
strued to forbid the existence and operation of labor, agricultural, or 
horticultural organizations, or to restrain them from lawfully carrying 
out their objects, nor shall such organizations be construed to be 
illegal combinations under the anti-trust laws. 

The law somewhat modifies the issue, and the method of issuing 
and enforcing injunctions in labor disputes, prohibiting their use 
unless necessary to prevent irreparable injury to property rights 
for which there is no adeejuate remedy at law. Also injunctions shall 
not be issued against striking and peaceful picketing or boycotting 
by peaceful and lawful means, and such acts shall not be held to be <i 
violation of any law of the United States. In cases of contempt of 
court arising under this act the accused may demand a trial by jury, 
except in suits prosecuted by the United States or in cases of con- 
tempt in or near the presence of the court. 


See also 59. Fair Dealing and Fair Price. 

60. Control by Public Authorities. 

174. Simple vs. Complex Industry. 

175. Complex Industry Is Difficult to Regulate. 
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substantially to lessen competition or create monopoly, though 
differences in price due to variations in quantity, quality, cost of 
selling, or transportation, etc., are permitted; {b) ‘‘tying clauses” 
where commodities, patented or unpatented, are leased or sold, or a 
price is fixed or discount or rebate given, on condition that the lessee 
or purchaser shall not use or deal in the goods of a competitor and 
where the effect of such an understanding is substantially to lessen 
competition or tend to create a monopoly in any line of commerce, 
(c) the holding of the stock of one corporation by another where the 
effect may be substantially to lessen competition or tend to create 
a monopoly (but this docs not ap[)ly to the cases of certain subsidiaries, 
or to branch lines or extensions of railroads, or to stock purchases solely 
as an investment where there is no such tendency, or to such rights 
heretofore legally acquired), (d) after two years, any person serving 
as a director, officer, or employee of more tlian one bank whe re one 
of them is organized under the laws of the United States and cither 
has deposits, capital, surplus, and undivided profits of over $5,000,000; 
or any person serving as an officer, director, or employee of more than 
one bank in any place of over 200,000 inhabitants where either bank 
is organized under the laws of the United States; or serving as a 
director in more than one concern engaged in commerce (other than 
banking institutions and common carriers) any one of which has capi- 
tal, surplus, and undivided profits over $1,000,000 if such concerns arc 
or have been competitors so that an elimination of their competition 
would constitute a violation of the anti-trust laws. 

In the case of railroads, contracts or purchases of goods to the 
amount of over $50,000 in any one year from other concerns, when 
the president, manager, purchasing officer, or agent of the railroad is 
in any way interested in such concern, shall not be made except 
through free competitive bids under rules determined by the Inter- 
state Commerce Commission. 

Any person injured in his business by anything forbidden in the 
anti-trust laws can sue in the federal courts and recover treble dam- 
ages. A violation of any of the penal provisions of the anti- trust 
laws by a corporation shall also be deemed a violation by the officers 
authorizing the act and deemed a misdemeanor subject to fine or 
imprisonment. 

The prohibitions enumerated above are to be enforced, where 
applicable to common carriers, by the Interstate Commerce Com- 
mission; where applicable to banking institutions, by the Federal 
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mitted persons to rationalize their activities in terms of a system of 
personal relationships of which each an inscjxirahlc ])art 

In contrast to tliis simple ai^iiciiltiiral system oui imj^ersonal 
organization of economic relations (if not of souety) lan host be 
described by the three adjectives^ industiial, ])cciiniai and urban 
Although the chaiacteiistics de'Ciibed by tlu'^o tlnei* uoids aie quite 
insetiarable, and each implies tlie e\i-teiRe ot the other two, the\' 
denote somewhat dilTerent aspects of a common s\stem.”‘ 

We have already surveyed some of the many pliases of our 
'‘industrial, pecuniary, and urban economic system d'hc survey of 
each phase rcc'caled directly or indirectly manifestations of imper- 
sonality. Impersonal relations go hand in hand with our pecuniai}' 
organization of society, they arc inherent in our maiket organization, 
they lurk in our specialization and interdependence, the new tech- 
nology is impersonality itself, even the administration of human 
beings in modern indiHtriali-^m has strong tendencies towaid an imper- 
sonal basis; over and above all the magnitude of the ojieiations of 
modern society has made for impemonahty. 

oddly enough, thi> development of impel sonal relations has not 
received the attention it deservi's in our formal waitings upon social 
and economic matters. Because of this fact, it is not attempted in 
this chapter to give a balanced treatment of the proportion between 
the part played by personal relation- and the part played by imper- 
sonal relations in our society. The discussion of personal relations 
has been almost entirely omit ted. This omission should not, however, 
leave any false imjmession concerning the impoi lance of [)ersonal 
relations. Notwithstanding the great dev'clopmcnt of impersonal 
relations, there has been a steady growth in our estiniate of the 
importance of individual human ])ersonality and a ^t(‘ady development 
of agencies designed to develop that peisonality. Bemonal relations 
have not passed and are not passing out of existence, d'hey are merely 
functioning in a diffcient environment. 

It is to be hoped that our discussion of impersonal relations will 
leave in no one’s mind a feeling that these impersonal relations are 
necessarily undesirable. Their desirability or undesirability depends 
upon the circumstances of the paiticular situation, upon the character- 
istics of the particular problem at issue. Even where their conse- 
cjucnces show a tendency toward being undesirable, the case is not 
closed. The situation may be mpt by a development of new social 

‘ From an unpublished manusirlpit by W. H Hamilton. 
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agencies. Among the many illustrations of this statement, perhaps 

none is more striking than the development of group morality to meet 

the collective and impersonal situation in which we find ourselves. 

QUESTIONS 

1. “Where the modern spirit of business enterprise thrives, relations tend 
more and more to be expressed in pecuniary terms.” Why? What 
of it ? 

2. “We have a habit of using the dollar as the measure of all worth and 
all attainment.” Granted that we have this habit, how does it con- 
tribute to impersonal relations? 

3. “The price-system is an impersonal device for securing necessary 
adjustments in modern society.” Can you name some adjustments so 
secured? Could “personal” devices do the work in these cases? 

4. “The price-system imposes impersonal restraint both upon producer 
and consumer.” Explain, giving illustrations. 

5. Make a list of the ways in which the corporation has contributed to the 
development of impersonality. In what regions or fields of our indus- 
trial activity has it so contributed ? 

6. What is meant by saying that the arts of calculation have contributed 
to impersonality? 

7. “Dun’s and Bradstreet’s are agents of impersonality.” What does 
this mean ? 

8. “Economic activities are ruled by cold reason— by thought.” Do you 
think that this is true? What bearing, if any, has the quotation on 
impersonality ? 

9. “We use the indirect method of satisfying wants, and this is an imper- 
sonal method.” Expbiin. 

10. It is sometimes said that the railroad, the telegraph, the telephone, the 
ocean cable, widen the distance between the producer and the consumer 
and thus promote impersonality. How can this statement be recon- 
ciled to a statement that these agencies have annihilated distance ? 

11. Could impersonal relations have grown up under a regime of barter? 
Would it be fair to say that modern impersonality can be ascribed to 
monetary exchange? 

12. Someone has called advertising an impersonal way of getting trade. 
What does this mean ? Can you mention any personal way of getting 
trade ? 

13. “Human ty is at best only a by-product of commerce. The purpose 
of men in the market is not to cultivate friendship.” Does this seem 
to you a fair judgment ? 

14. “If we ask whose taste and judgment are expressed in most of the 
things we use and wear, our reply must be that to a large extent they 
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express nobody’s taste and nobody’s judgment.” How can this be 
true ? 

15. What is the relation of speeializalion to impersonal relations in the 
modern industrial society? 

16. “Modern industrial communities show an unprecedented uniformity “ 
Cite as many illustrations as you can Are there forces working in the 
opposite direction? What is the relation of standardization to imper^ 
sonality ? 

17 What is meant by “anonymous {production ’’ ? What agencies 01 
devices are growing up in our society to meet dillicultics connected 
with anonymous production? 

18. “The laborer of mediaeval times lived in a regime of personal relations, 
the laborer of today lives in a regime of imjHTsonal relations ’’ (live 
as many illustrations as you can of each prc){)ositiori. 

K) Assume, for the sake of the argument, th.it industri.il rel.itionships could 
all bciome ]m[)ersonal. What elements of eflkicncy would h.ive been 
lost? Do you think that they c.in all become imjiersonal? 

:o It is sometimes said that scientific man.igement brings in a more im{)cr- 
sonal administration of workers Do you think th.it this is true? 
Tear in mind that scientific management protiosc's to locate individu.d 
responsibility and to reward in accord with peiformance 

2 1. “The corporation is an added reason for h.iving labor organizations “ 
Explain In what w'ay can it be said that the tr.idc union is an imper- 
sonal device ? 

22 What is meant by referring to collective barg.iining as an iin[)ersonal 
device? What is meant by calling welfare work imjicmon.il ? 

2,^ How docs labor legislation take the i)lacc of personal rel.it ions between 
employer and men? 

2t We hear much of impersonal relations between emi)lo>er and employee. 
Cite as many illustrations as you can where the em[)lo>er is attempting 
to develop personal relations 

25. What is meant by saying that immigration has assisted in the develop- 
ment of impersonal relations in this country ? 

26. Suppose that we had the soci.distic co-o{)crative commonwealth 
Would it be a society of impersonal relations? 

27. “By psychological testing, salesmen may be selected on an impersonal 
basis ’’ Granted that this is true, is it a good or b.ad thing for society ? 
for salesmen ? 

28 What is meant by the impersonality of the laws of nature ? What is 
meant by the impersonality of the laws of economics? 

29. Can professional or personal service be conducted on an impersonal 
basis ? Is the modern medical specialist personal or impersonal in his 
attitude toward his patients? 
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30. “The technique of production has changed from an individual to collec- 
tive method.” What does this mean? If true, what consequences 
follow ? 

31. What are the elements of impersonality in the machine process? 

32. How can you explain the willingness of certain factory owners to leave 
dangerous machinery without safeguards? to put harmful preserva- 
tives in the goods they are canning? to put iron instead of cork in 
life preservers ? 

33. “Our morality, built up in the days of personal relations, is adapting 
itself very slowly to taking care of impersonal situations ” Give illus- 
trations. Arc we developing group morality? Are we to understand 
that personal ethics has lost in positive value? 

3P “Anyone who thinks that individual responsibility is becoming less 
because collective responsibility is becoming greater, is making a great 
mistake.” Just how? 

35. “Economic legulation of busine.ss activities is increasing” Can you 
cite cases where such regulation means the bringing home to individuals 
responsibilities which were not foimerly seen in our impeisonal society ? 

36. “The economics of control is at war with the economics of irresponsi- 
bility.” What does this mean? 

37. “If only all citizens could be led to understand the structure and func- 
tioning of modern industrial society, a greatly increased sense of 
responsibility would follow.” Do you agree? Can you cite illus- 
trations ? 

38. “The only business obligations worth mentioning arc those enforced 
by law and settled custom.” Show that the statement is incorrect. 

39. What advantages can you list arising out of impersonal relations? 

40. “The growth of impersonal relations makes greater room for individual 
liberty.” Why or why not ? 

B. Some Manifestations of Impersonality 

309. IMPERSONALITY IN MODERN LIFE* 

Anyone who moves from a country town to the city is impressed 
by many contrasts, but perhaps notices more than any other the fact 
that in the city he lives his daily life surrounded by people whom he 
docs not know, many of whom he sees but once and then never again. 
In his home village he knows and calls by name every man, woman, 
child, and dog he meets, and he meets the same people in every phase 
of tire village life, at church, in the store, at social gatherings, and at 

* Adapted from L. M. Powell, “Impersonality of Modern Life,” Lessons in 
Community and National Life. Community Leaflet No. 8, pp. 25-32. (Govern- 
ment Printing Office, 1917.) 
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town elections. Every event of the lives of the other villagers is of 
interest if not of real concern to him. Now let us follow him to his 
city home and look at his city life through his village-wonted eyes. 
Strangeis live in the flat building where he has his home; strangers 
jostle him in the cars and in the stores w'here he goes to trade 
Strangers manage the plant from which his water supply comes and 
other strangers keep the electric light plant running. Strangers gov- 
ern his city, strangers whom he may know by name but not often by 
sight. He trusts the teaching of hi^ children to strangers, he (h'pends 
on strangers to take care of him at the liospital if he is ill lie is 
dependent in a hundred ways uj)on people whom he never knows, or 
perhaps meets but once. He w’oiks in a big store or factory where if 
he stays for years he wall never know a do/en of the hundn'ds of other 
workers wxll enough to meet them in any w-ay outside the plac(‘ of 
work. If he goes to church he finds there a groig) of jieople whom 
he sees no place else At his lodge he meets men who do not work 
w'ith him or go to church with him or vol(‘ at the same poll with him. 

1 le comes in time to know a hundred times as many pco[)le as he knew 
in his village life but nc\(‘r to know any of them in the complete way 
in which he knew his village friciuN He meets these city peot)le for 
one brief incident onl\’- -the clerk who waits on him in a big store, the 
nurses w'ho take care of him in the hospital —or else in only one phase 
of their lives — business or social or religious or athletic or artistic - 
rarely in all the phases. 

It is clear enough that the si/e of a city and the continual change 
that is going on everywhere w’ithin it give very dilTercnt conditions 
from those of the tiny placid [)ool of village life l^ut in this matter 
of the extent to which our liviw are touched by those of unknowm 
people there is a striking contrast between the modern village, how- 
ever rural and behind the times it may be, and the village of pioneer 
days. What article of dress or food or household furnishing now used 
by village people can be connected by them with the person or persons 
who made it ? Eerhaps a few of the housewives are getting country 
butter, brought to their doors by the farmei s wife who churned and 
shaped it. Perhaps the village carpenter comes in and puts up a 
shelf which he has stained and varnished. But the brackets on which 
the shelf rests come from nobody knows where, and were taken through 
all the processes from mining the metal to tlieir final shaping by people 
whom the villager has never heard of and will never know. So it is 
with almost everything he uses.* Hi:, flour comes from an unknown 
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miller^s hands, his shoes were made in a distant factory by unknown 
workers; whether his rugs have come from Persia or Grand Rapids, 
Michigan, the workers who made them are equally unknown to him. 
Very difTerent were such matters with the pioneer. He could tell you 
from what neighbor’s farm he had his wood or flax or lumber or leather, 
and he knew everyone who worked on the processes ot making these 
materials into usable products. His friend the carpenter helped him 
make his furniture, even the wooden pump for the w'ell; his neighbor 
the stone mason hewed out stone sinks and troughs for use indoors 
and out; his wife and family made the cloth for his suits; and the 
travelling tailor who came regularly to make up the cloth was a well- 
known and welcome visitor in the household 

What is true in this respect of the modern village is of course true 
of the city. Indeed the modern system of production is neither for 
country nor for city but for a ‘‘market” wherever that market can 
be found. Methods of transportation and communication and the 
use of money have widened indefinitely the distance between producer 
and consumer. Our system is “a great circle of exchange into which 
at some point each one of us puts his powders and possessions” and out 
of which at some other point he draws the powers and possessions of 
others who are unknown to him. Nor do we in these days produce 
to meet the needs of peo])le, for we know neither the people nor tlieir 
needs. We make what will sell for the best price, and if we think at 
all of human necth it is to reflect that people must need this thing wc 
are making or the pi ice would not be paid We are working under a 
system of “anonymous production”— production by unknown per- 
sons for unknown persons. 

We produce not only for an unknown market but for as large a 
market as w'e can get. Where the travelling tailor of early days 
trusted to get a few new patrons through the friendly recommenda- 
tions of those he already had, we write a description of what we can 
do or what we are making and print it in newspapers or magazines, 
and hope that everyone who reads it will want to buy our goods And 
so we have big factories, big warehouses, big stores — w'e do things on 
a large scale. Thus other kinds of human relationships give place 
to impersonal substitutes. It takes a great deal of money for a big 
business, and to get this money there has developed a device which 
we call a corporation, into which a great many people by buying shares 
of stock can put as much or little money as each one may choo.se. So 
that instead of one owner who feels that his business is a part of his 
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personality and takes a close interest in his workmen, his processes, 
and the (juality of his product, we ha\c a thousand or more owners 
scattered over one or scveial dilTcient countries, who know little or 
nothing about the business and care about nothing but the di\iden(ls 
they get. 

Such is the effect of size, howe\er, that even where we have an 
individual owner of a large concern he cannot maintain the lelations 
with his workmen po^Mble in a small business. A whole system of 
organization— managers, heads of depaitments, foiemen, sub-foiemen 
—has come between the “employer" and the “men." When John 
(Ioffe of Corne.all, Fmgland, was ai)pienti(e(l to John Oibbs in i4S<; 
to learn the craft of fishing” it was ])art oi the written contiact that 
“John Gibb^ and Agnes his wife should teach, train and inform him 
in the best way they knewv, chastidng him duly and finding for him 
food, clothing, linen and woolen, and shoes, sulliciently as befits such 
an ajipi ent ire to be found ’ The wage s) stem itself as com])ared with 
this is impei'^onal, for it means that the emjiloyer lu'ed know nothing 
of his workmen outside the wotk place Hut in the big business there 
are no personal contacts either in the work jilace or outside it between 
the emplo>er and the ra]>idly .shifting ciowds of employees If the 
employer takes an interest in his w'orkeis it must be by groups, and 
so w'C have “welfare work," which provides rest-rooms for the women 
or baseball fields for the men do the csnplovcr of ten thousand 
workers what can the workeis be but jx-gs placed here and there in 
a great scheme of organization ? 

Systematic organi/atiem and caiefully worked out standards are 
necessary in modern large scale pioduction not only because of its 
size but also because of its use of machines. The machines must be 
set running at a certain time and at a given speed and the workers 
must adapt themselves to these conditions What is m.ore impersonal 
than a machine ? It is impersonal not so much by force of being a 
piece of senseless metal but rather in that it has assumed the motions 
and the duties of a human being and is doing the work that human 
beings once did. Moreover it works in as impersonal a way as the 
physical laws in accordance wdth wdiich it is constructed. The law of 
gravitation and a steam shovel at work are no resfiecters of persons 
Those who work with machines must understand this fact, for upon 
such undei standing rests not only their efliciency as workers but also 
their safety in life and limb. Good character will not save a man’s 
hand if he puts it under a die press, and though he be in high favor 
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with ^‘the boss” the engine will not get ofT its track to spare him if 
he is caught in its way. So the men who work with machines learn 
to think in terms of cause and effect; tliat is they learn to think 
logically, and logic is as impersonal as the machine. 

It is not hard to sec that ceitain phases of the imi)ersonality of 
modern life have brought with them serious problems. In pioneer 
days when a family prepared food and clothing for itself, it had no 
motive to make them of any but the best possible quality. When 
they began to make things for their neighbors Uie situation was still 
much the same. The cobbler who made an ill-fitting, ugly pair of 
shoes for a neighbor would hear about it every day until the shoes 
were worn out. The village butcher who sold spoiled meat would feel 
himself a murderer when his neighbors were poisoned by it and died. 
But nowadays we do not look faither than the i)rice for which we can 
sell our products because we are thinking not of definite known human 
beings who will use thc.se products, but of that vague and impersonal 
thing, a market for our goods. 

Modern society is trying to meet such problems as these, and since 
in the nature of the case anyone may be affected by them and yet no 
private person can deal with the situation, many of them must be 
met by governmental devices. So that nowadays we put our trust 
not in the virtue of the meat packers but in the government inspectors 
of meat; not in the piety of the man who runs a cannery but in our 
pure food laws. The government has stepped aKo into the gap 
caused by lack of personal relations between employer and worker 
and tries by labor laws and factory inspc'ctor.^ to keep working con- 
ditions safe and decent. The impersonality of machine industry 
which brings accidents “alike to the just and the unjust” is met by 
safety regulations and devices and by systems of workmen’s com- 
pensation. The workers have also developed a device by which they * 
may protect their interests and tiade unionism takes care of many| 
of these problems for Avorkers who arc so organized. The impersonal! 
situation is met by an impersonal device — collective bargaining, the! 
basic feature of trade unionism, substitutes a group bargain for the, 
old personal bargain between master and man. The employer, on[ 
his side, notes that the impersonal situation has taken away certain' 
motives to good and careful work, and devises various systems off 
inspection and reward to replace those motives “Scientific manage^ 
ment” is an open recognition of the impersonality of our system ancf 
an attempt to use it to advantage. 
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We must recognize, liowever, that there are still many unsolved 
problems growing in part at Ica^^t out of our impersonality. Produc- 
tion for unknown consumers lea(L to much social waste through the 
use of our resources to make such things as shoddy clothing and 
buildings so cheaply constructed as to be unsafe. The pressure of 
stockholders for their di\ idciuL falls heavily igwu (he labor employed 
ill the concern. Our codes of beliavior take care that we do not 
rob or murder, but are only beginning to frown upon the “high 
finance” that robs and ruins those who are distant and unknown. 
The slowest of us would run to the lescue of a drowning child, but it 
is a long, discouraging struggle to secure laws that will protect mil- 
lions of unknown children from the early toil that stunts all tlieir pos- 
sibilities of future development. Our morality built up in the days 
of personal relations is adapting itself very slowly to taking care of 
impersonal situations lUit that it must eventually make that adap- 
tation we are sure. 

310. IJMPKRSONALl I'Y UNDER THE PECUNIARY RP.GIME 

A* 

Afoncy is able to form the most impersonal relations between 
men. The objective bond grows, but personal liberty remains. 
01)jcct and subject arc separated from each other. The bonds that 
money creates between men are infinitely numerous; nearly all rela- 
tions between men have some connection with money, may it be ever 
so insignificant, as, for instance, the rent a society has to pay for a 
room. ILit only the object i\'c purport connects men; personally they 
remain free, even if the number of pcojde upon whom tliey arc depend- 
ent grows more and more. Just because tliere is the possibility of 
the most impersonal relations, there is room for individual liberty. 

Money transforms property. While the possession of goods 
affects the individual l)ccause the peculiarities of dilTerent objects 
require different ambitions, the infinite number of possibilities that 
money combines leaves us free. Money is, so to speak, condensed 
property, the possession of which contains the possession of every- 
thing we can buy for money. 'Phe significance of the possession of 
money does not lie in the object, but in its relation to the subject, 
the possessor who can use it according to his wishes. The greater and 

' Adapted by permission from S. P. Altman, “Simmel’s Philosophy of Money,” 
American Journal of Sociology, IX (i(;03“-4), 48-67. 
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higher the part that money plays in economics, the lesser become 
the bonds between people, because money is the absolute means. 

Also with regard to space, money loosens the bond between us 
and property. Only by money the sliareholder, the public creditor, 
the landed proprietor who has let his farm, are enabled to live at a 
distance from their property, as this can be secured by money. 

Note also the connection between tlie growing importance of 
money and individualism. Money widens the circles, because the 
individual enters into every relation with part of its ego only; it 
leaves room for a greater individualization. Closer bonds presume 
equality; they check the process of individualization. 

The greater tlie division of lal)or, the more complicated becomes 
the relation for the subject. Goods arc more and more separated 
from their producer; factory goods replace goods made to order. 
Because labor is subservient to an objective purpose, it stands in a 
more objective relation even to the worker. Thus we get the purely 
objective relation that everybody works for everybody else; the 
upper for tlie lower classes, and vice versa, the celebrated chemist in his 
laboratory for the peasant's wife who buys the colored neckerchief, 
and the workingman for everybody who is a consumer of the goods he 
produces. Our style of life through money becomes more and more 
anti-individual. 

A convention favorable to the dominance of immediate pecuniary 
values is our habit of using the dollar as the measure of all worth and 
all attainment. In more stable communities the institutions which 
represent the various aspects of life group themselves in a varied and 
rich social organization. There the individual is ajipraised in terms 
of such standards as birth, religious belief, education, intelligence, 
political opinion, and personal morality, and the answers obtained are 
all used in giving him his place in the community. If he does not care 
to be an outcast he must conform to the dictates of these standards. 
But under industrialism it has been impossible to use at all adequately 
these rich standards of social rating. Throughout the greater part 
of America two generations have witnessed the transition from an 
agricultural to an industrial system, and the newer life has been ade- 
quately organized only in its immediately industrial aspects. The 
transition has everywhere been accompanied with a high degree of 

> Adapted by permission from W. II. Hamilton, “The Price-System and Social 
Policy,” Jmrnd of Political Economy, XXVI (1918), 52-53. 
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flux. In small villages the names of firms still change with kaleido- 
scopic quickness. On Uie investment market securities change hands 
even more rapidly. In tlie city proi)inquity is no breeder of neighbor- 
liness, and the roof of an apartment house does not make of its numer- 
ous occupants a community. Labor is “on the move,” ever ready to 
take “the main chance.” Amid the rapid whirl of industrialism one 
gets into the habit of considering relations but for the day. Here 
today, there tomorrow, the idenlitication of individual with industrial 
establishment, with community, and with [)cculiar schemes of thinking 
and living has nothing in common save the blue sky above and the 
pecuniary income ahead. In view of the necessity of forming judg- 
ments within this chaotic society, it is inevitable that the dollar should 
become the arbiter of values. It serves well this function because, 
to those who use it, it is far more than mere income. 

C' 

The corporation in its idea is democratic. For it provides for the 
union of a number of owners, some of them it may be small owners, 
under an elected management. It would seem to be an admirable 
device for maintaining concentialion of power with dislribiition of 
ownership. But the very si/c of modern enterprises and unions pre- 
vents direct control by stockholdeis or members. They may dislike 
a given policy, but they are individually heltdess. If they attempt 
to control, it is almost impossible, excei)t in an c.xtraoidinary crisis, 
to unite a majority for common action, the directors can carry on 
a policy and at the same time claim to be only agents of the stock- 
holders, and therefore not ultimately responsible. Wliat influence 
can the small shareholders in a railway company, or a great industrial 
coiporation, or labor union have? They unite with case upon one 
point only: they want dividends or results. When an illegal policy 
is to be pursued, or a legislature or jury is to be bribed, or a non-union 
man is to be “dealt with,” the head officials likewise seek only 
“results.” They turn over the responsibility to the operating or 
“legal” dctiartment, or to the “educational committee, and know 
nothing further. These depaitments arc “agents” for the stock- 
holders or union, and therefore feel quite at case. The stockholders 
are sure they never authorized anything wrong. Some corporations 
are managed for the interest of a large number of owners; some, on 
* Adapted by permission from John De\/ey and J. H. Tufts, Lthics, pp. 497- 
1503. (Henry Holt & Co., 1910.) 



794 


INDUSTRIAL SOCIETY 


the other hand, by ingenious contracts with side corporations formed 
from an inner circle, are managed for the benefit of this inner circle. 
The tendency, moreover, in the great cori')orations is toward a situa- 
tion in which boards of directors of the great railroad, banking, insur- 
ance, and industrial concerns are made up of tlic same limited group 
of men. This aggregate property may then be wielded as absolutely 
as though owned by these individuals. 

The same impersonal relation often prevails between employer 
and employed. The ultimate employer is the stockholder, but he 
delegates power to the director, and he to the president, and he to 
the foreman. Isach is expected to get results. The emplo\'ed ma\' 
complain about conditions to the president, and be told that he can- 
not interfere with the foreman, and to the foreman and be told that 
such is the policy of the company. 

The relations of coqwrations to the public, and of the public to 
corporations, are similarly impersonal and non-moral. A convenient 
way of approach to this situation is offered by the ethical, or rathei 
non-etliical, status of the various mechanical devices which have come 
into use in recent years for performing many economic services. The 
weighing machines, candy machines, telephones, are supposed to give 
a certain service for a penny or a nickel. But if tlie machine is out 
of order, the victim has no recourse. Ilis own attitude is correspond- 
ingly mechanical. He regards himself as dealing, not with a person, 
but with a thing. If he can exploit it or “ beat ” it, so much the better. 
Now a corporation, in the attitude which it takes and evokes, is 
about half-way between the pure mechanism of a machine and the 
completely personal attitude of a moral individual. A man is over- 
charged, or has some other difiicuity with an official of a railroad com- 
pany. It is as hopeless to look for immediate relief as it is in tlie case 
of a slot machine. The conductor is just as much limited by his 
orders as the machine by its mechanism. The man may later corre- 
spond with some higher official, and if patience and life both persist 
long enough, he will probably recover. But to prevent fraud, the 
company is obliged to be more rigorous than a person would be who 
was dealing with the case in a personal fashion. Hence the individual 
with a just grievance is likely to entertain toward the corporation the 
feeling that he is dealing with a machine, not with an ethical being, 
even as the company’s servants are not permitted to exercise any 
moral consideration in dealing with the public. They merely obey 
orders. Public sentiment, which would hold an individual teamster 
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responsible for running over a child, or an individual stage owner 
responsible for reckless or careless coiiduct in carrying his passengers, 
feels only a blind rage in the case of a railroad accident. It cannot 
fix moral responsibility definitely ujion either .stockholder, or manage- 
ment, or employee, and coiueisely neithei ^lockholdei nor manager 
nor employee feels the moral le^tiaint which the induidiial would 
feel. He is not wholly responsible, and his shaie in tlie collectise 
responsibility is so small as often to seem entirely negligible 


See oho 113. A Pecuniar) Society. 

1 16. The Role of Money in Economic Organization. 

1 1 7. Money and Cipital Accumulation. 

136. Types of Business Organization 

139. Ikiulty Diri'ction of Economic Activity. 

140. Production for JTofit 

370. Property at Its Zenith. 

311. THE LMrERSONALI fY OF THE MARKET 
A‘ 

We may talk of our duty to all mankind, but we all seem to recog- 
nize a greater extent of obligation toward our friends than toward 
more distant accjuainlanccs, and a greater obligation to an acquaint- 
ance than to a total stranger. Even the good Sainaiitan must have 
felt a more compelling obligation had the man w'ho fell among thieves 
been a fellow Samaritan. But if we ask what makes one obligation 
more compelling than another, I think we arc bound to come to this: 
that the extent of obligation is a question of the extent of personal 
understanding; in other w'ords, it is a (jiiestion of the number of points 
of contact. With the stranger whom I pass on the road I have, so to 
speak, but one point of contact. With my intimate friends I have 
not only many points of contact, but each is related to all the others 
in what the lawyers call a “meeting of minds” or of personal points 
of view. 

Now the economic relation, in spite of all its complexities, is very 
similar to the relation of two men who merely meet on the road. It 
is a relation in which men arc strangers to one another at every point 

* Adapted by permission from Warnes Fite, “Moral Valuations and Economic 
Laws,” Journal of Philosophy, Psychology and Scientific Methods, XIV (igi?), 10-16 



796 


INDUSTRIAL SOCIETY 


but one: what each knows of the other is simply what he will give 
in terms of money or what he will take in terms of a specified com- 
modity. In a word, it is a relation of mutual ignorance rather than 
of mutual knowledge. To make my meaning clear I will ask you to 
picture to yourself a typically economic situation such as that pre- 
sented by a great commercial city like New York. Duiing a few 
hours of the day you will find some hundreds of thousands gathered 
in the downtown district and engaged in the business of exchange, 
during the night they are scattered in their homes uptown or outside 
of the city, in New York, New Jersey, or Connecticut. If you ask 
what they are exchanging, your first answer may be useful commodities 
for' personal consumption. But in every act of exchange the com- 
modities offered on one side are simply dollars and those on the other 
side are offered only in exchange for dollars. And the nearer we come 
to a completely organi/:ed market, such as we find on the stock 
exchange, or the grain or cotton exchange, the less interest we seem 
to find in useful commodities — grain, cotton, or lailuays-— as such, 
and the more it seems to be a matter of exchanging certificates or 
receipts, for anything you please, provided only they are readily con- 
vertible into dollars. What we find, then, is a vast concourse of 
supplies and demands, all cxj)ressed in terms of a single abstract, 
quantitative standard. And in the business district this is, generally 
speaking, all any man knows of his neighbor, namely, what he will 
give or what he will take. 

Strangely enough, one of the results of improved means of com- 
munication is to hold aj)art those who, we should say, would be most 
concerned to meet. It is true that, in the sense that the products 
of one land are consumed in distant lands, modern commerce brings 
more distant persons into some sort of economic relation, and thus 
creates larger economic wholes; but in doing this modern commerce 
also sepaiates the ultimate producer and the ultimate consumer, the 
ultimate borrower and the ultimate lender, and even the ultimate 
employer and the ultimate laborer, by the inteiposition of an indefi- 
nite number of middlemen. Thus it results from the very magnitude 
of the situation that the personal needs which constitute the ultimate 
forces of the market are kept largely in ignorance of one another. 
Each person entering the market becomes blankly a term in a scien- 
tific system of exchange, and each is confronted, not by other persons, 
whb as persons may be open to negotiation, but by the blank facts 
of the system. 
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If we ask whose taste and jiid'^nnent aie expressed in most of the 
things that we use and wear, oui upl> must [)c that to a large extent 
they express nobody s tasiu and nobodv’^ judgnient. An economist 
might tell us that the selection ot what is to be bought and sold u[)on 
the market is determined b\ eionomic law Hut this means only that 
the maker and the user are inoie oi k‘ss out of communication, and 
in the absence of communication the seKa Ron is detei mined by physi- 
cal fact. When I buy a pan o! shoes, foi example, I lake not what I 
want but the best that I can get m \ lew of a given supply, undei 
modern conditions it seems futile to specify what [ should prefer 
JUit the supply of shoes is delei mined, on the side of the maker, by 
a statistical recoid of what I <ind the other puichasers actually take 
hach of the two paities deals, then, with a bare jihysical fact the 
fact that certain goods arc taken, oi that certain gooiH are found in 
the supply, d'hc economic process of selection, so called, is hardly 
more ol a mental process than the j)ioc('sses of an adtling machine 
or a cash register 

lb 

To draw an instance from tlu' field oi business, we may take tlu' 
everyday experience of inxestmeiit banking in our pioxintial towns 
Two well-defined types of secuiit\ dealers exist in almost eveiy 
interior city, d'he first is that of the local private banker, generally 
a leading citizen, who whth sons and p.ntners and ])aitneis’ sons deals 
directly with neighbors and fiunds Such people carefully wxhgh 
their W'ords in giving advice to their clients, they arc j)roud of tlie 
place they hold in the community, and their self-respect will not 
permit them to do anything to impeiil it 'They w’ould I'lrefer to sai - 
rificc business lathcr than do an\ thing underhanded or say anything 
untruthful to obtain it. If through an crior of theirs or through then 
bad judgment they have persmided a client to invest in an unsound 
security, they would prefer to buy it back rather than be the means 
by which he had lost his capital It is against the higher impulses of 
such a firm to encourage sjieculative gambling, for they know that 
those who indulge in it abvays lose m the long run 

The other type is that of the local branch office of a New York 
stock broker in charge of a manager sent out by the jiarent house 
Educated in the most impersonal school of trading in the world, where 

' Adapted by permission from E. I) R.ige, 1 rade Sf orals, Thrir Origin, Growth 
and Province, \)Tp. 128-30 fValc Uni\(i'itv I’rrss, iqtO 
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the quick succession of multitudinous transactions leaves time neither 
for reflection nor for consideration, he is sent abroad by his employers 
to get them business in the smaller city. His success depends upon 
the amount of new business he can bring in, and the quicker he does 
it the better; he comes today, he may go tomorrow; he has no estab- 
lished local reputation, and his chief concern is to promote purchases 
and so to increase commissions. Providing he gets business he need 
have no pride in his job; to his employer liis clients are only names 
written in a book and rated by Dun or Bradsticet. So long as they 
keep their margins good they are welcome to speculate whetlier they 
have the means to do it or not. The lifeblood of their business is to 
buy and sell; this makes commissions; tlic principal cares little how 
the agent gets tlie business. He cannot be paid with a share of the 
earnings, and so have a stake in the continuity of his business, for 
Jiat is against the rules of the exchange; but he may lawfully be 
^iven a liberal allowance of wines, liquors, and cigars as a i)ait of the 
necessary expense of attracting trade, d’he growth of pride and 
self-respect as reinforcements to the humanistics of business is 
stifled here. 


See also 85. The Great Co-operation. 

86. The Indirect Method of Satisfying Wants. 

148-50. An Estimate of the Value and Limits of Spe- 
cialization. 

151-56 on Interdependence, Its Forms and Conse- 
quences. 

312. STANDARDIZATION^ 

These progressive changes toward more widcbpread knowledge 
of business have wrought havoc with the rate of profit. To meet this 
emergency the pace of trade had to be vastly accelerated. Business 
organizations have been more constantly employed in out-of-season 
work, and the number of transactions accomplished by them has been 
proportionately increased so as to meet the fall of net profits from an 
average of 20 or 25 per cent on the amount of the sale to one of from 
I to 4 per cent on the same. Quick trading involving the minimum 
of time to each transaction has become a commercial necessity; in it 

‘ Adapted by permission from E. D. Page, Trade Morals, Their Origin, Growth 
and Province, pp. 197-09, 228-29 (Yale University Press, 1914.) 
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lies all the hope of gain and the possibility of survival; this has 
invoK’cd changes in every productiw industry and in the operations 
of every trading group. 

The economization of time and elTort demanded by the modem 
methods of businnss leaves litthMoom for higgling or trading. Quali- 
ties are standardized, quantities arc standaidized, pi ices and terms of 
credit are standardized, so as to permit the hugest number of ]X)ssible 
transactions to be consummated in the shoitest measure of time Tt 
is clearly perceived th.at this is the nub of business clliciency, and upon 
the totality of elTiciency in any business depends its welfare, that is, 
its adjustment to its enviionment, and its ability to survive. Alex- 
ander T. Stewart discovered the cH'k iency of standardized pi ices in 
the early forties Tievious to that time it was a foihway in the United 
States, as it is today in Italy or Spain, to ask one ])rice of the buyer 
with the idea of taking another in the end, and of settling the final 
(lue^lion of what was to be paid by the process of bargaining -the 
chaffering of the market Stewart n'iw the o])poitunity of ci eating 
a widespread confidcmce in In^ business method-^ by introdiuing a 
custoni that all who bought Irom him should be tresated exactly alila* 
Ilis cxq)criment was recei\ed with deiision by his conqx'titois Hall 
the pleasure of bu\ing would be lost to the public, they said, if the 
opportunity for the interchange of w'it.s invoUed in higgling and 
trading w’ere denied. It was conlidently asseited that customer 
would be driven awaiy iiom the shop where the delights of bargaining 
W'crc done away w'itli. ]>ut Sti'xait s hojies w'crc mote tiian realized, 
and on the foundation of the piincijile of lixed prices he built tlie most 
enormous business success of his generation; many of his competitors, 
driven out of business by their incajiacity to forc'cast the trenfl of 
folk-custom, were glad to hire their seixices to aid the gieat mei chant 
in the very policy that had led to tluar own downfall. 

The vast majority ol attiibutes ol all staple mcK'handisc arc now 
so standardized that the main (jiiestion in selling is not so much per- 
suasion as in getting the standards fairly represented before the pros- 
pective buyer’s mind If the offering fils his economic needs his last 
doubt is the ethical one— i e , is the representation a fair one?— and 
he acts in accoidance with lus answer to this question, if the answer 
be ‘^yes” the trade succeeds, 'rherefore the standardization of con- 
duct is equally impoitant with the other kinds of standardization to 
the success of any business which is conducted in conloimity with the 
modern idea of large sales and* small profits, and thus it is that in 
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business conduct well-established and widely known principles pro- 
mote success. 

See also 165. Standardization and the Machine Process. 

166. The Transfer of T’hought, Skill, and Intelligence. 

167. Impersonality and the Machine Process. 

177. The Brute. 

313. IMPER.SONALITY AND THE WORKER' 

^Considering the whole field of American industry, there are almost 
infinite variations of relationship between employers and employees, 
ranging from the individual worker, hired by a single em})io)'er, as in 
domestic service and agriculture, to the huge corporation with a hun- 
dred thousand stockJiolders and a qiiarler of a million employees 
Relationship varies from that of direct contact to a situation where 
the employee, together with thousands of his fellow-workers, is sepa- 
rated by hundreds of miles from the individuals who finally control 
his employment and of whose existence he is usually entirely ignorant 

A thorough discussion of the relationships which exist under these 
various forms of industrial organization would be not only tedious but 
useless for all practical purposes. The typical form of industrial 
organization is the corporation. In transportation approximately 100 
per cent of the wage-earners are em[)loyed by corporations; in min- 
ing, 90 per cent, and in manufacturing, 75 per cent. Moreover, it is 
under this form that the great problems of industrial relations have 
developed. 

The control of the property, as far as operation is concerned, rests 
finally with the stockJiolders or with some particular class of stock- 
holders whose shares entitle them to vote. The stockholders, how- 
ever, act through the board of directors, who are usually elected in 
such a way that they represent only the dominant interest. As far as 
the organization of the corporation is concerned, the piincipal func- 
tion of tlie board of directors is to select tlie executive officials. These 
executive officials, either directly or indirectly, select the numerous 
superintendents, foremen, and petty bosses by whom the direct opera- 
tion of the enterprise is managed and through whom all the workers 
are hired, di.scharged, and disciplined. 

'Adapted from “Existing Relations between Employers and Employees,” 
Find Report of the Commissim on Industrid Reldtons, pp. 16-21. (Government 
Printing Office, 1915.) 
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1 hcoietically aiul legally, the final control and responsibility rests 
with tlie stockho’ders, hut in .u tuai ])iarticc a \ery dilTercnt situation 
is lound. J he i elation^hij) ol slot IJioIdais to a corpoialioii is any- 
thing but j)ernianent, in a busy week on Wall Street the number of 
shares bought and sold in one of the great corpoiations will greatly 
exceed tlie total number of shares that are in exist (.aice. d'he stock- 
hoklers as a class, theiefore, liax e no guiding interest in tlie permanent 
efliciency of the coijioration as regaids eitlier the pieserxation of its 
physical piojierty or the maintenance of an eiheient productive 
organ i/ation. 

Hoards of directors in theory arc rcsponsiI)le for and would 
natuially be expected to maint.iin super\'ision over every phase of 
the corporation’s management, but, as a matter of fact, we know that 
such supervision 's maintained only over the financial phase of the 
business, controlling the ac(|uisition of money to operate the business 
and distiibuting the jnolits I pon the testimony of financiers rep- 
resenting, as directors, hundieds of coijiorations, the tyjiical director 
of large corporations is not only totally ignoiant of the actual o])era- 
tions of such corjiorations, whose projierties he seldom, if ever, visits. 


but feels and exercises no re^jionsibility for anything beyond the finan- 
cial condition and the selection of executive otlicials. Ujion their 
own Statements the-.e directors know' nothing and care nothing about 
the cjuality of the jiroduct, the condition and treatment of the w'orkers 
from whose labor they clciive their income, oi the general management 
of the business. 

As far as (Operation and actual management are conceinc;d, the 
executive officials are practically supreme. Upon their orders pro- 
duction is increased or decreased, plants arc opc-rated or shut down, 
and upon their recommcnclations wages are raised or lowered. Hut 
even they have little direct contact with the actual establishment of 
working conditions, and no relation at all with the rank and file of the 
workers. They act upon the recommendations of sujierintcndents, 
whose information comes from their assistants and foremen and from 
the elaborate statistics of modern business, which account for eveiy 
piece of material and product, show the disposition of every penny 
that comes and goes, but ignore, as though they did not exist, the 
men and women whose labor diives the whole mechanism of business. 

Here, then, is the field of industrial relations: Masses of workers 
on the one side dealing in somp manner with foremen and superin- 
tendents on the other, behind whom is an organization of executive 
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officials, representing in turn the board of directors, who are the 
chosen representatives of the stocLholders. 

See also 20. The Villain and the Freeman. 

23. Manorial Methods of Cultivation. 

203 Kconomic Insecurity of the Workers. 

243. 1 'he TVade Union Frogram. 

274 Suggested Cines for Toverty. 

314. IMPERSONAL DFVTCI.S TO MEET IMPERSONAF. 

('ONDITTONS' 

Ey the impersonali/ation of industry are meant two closely 
related things. Not only are imperbonal relations substituted foj 
personal relations, but the whole personality no longer functions iii 
industry. The worker takes a place in an impersonal system, the 
entrepreneur follows out an impersonal policy. In both manufactur- 
ing and agriculture the evolution of the new system centered about 
the control of capital. 

The ])rocess of im})eisonali/ation is not confined to production, 
it makes its way into all parts of ei'onomic and social life. Sombart 
indicates the e.xtent to which capitalism changed personal tics into 
imjiCTSonal redations. “.An ‘imfiersonalization’ {VcrsatlilichiDi^j 
always occius where the efficiency of a system of man-made airangc'- 
ments displaces clirect individual or coopeiaticc human effort 
We observe a paiallel phenomenon in teclmujue w'heie the imper- 
sonalization consists in the transfer from vital human labor to a s\s- 
tem of lifeless bc^Klies, i.e , mechanical or chemical action. Militar} 
leadership becomes impel sonal when the battle is no longer decideci 
by the initiative of the general, but by the intelligent observance ol 
all the accumulated experience of the past and by the utilization o( 
s( ientific methods of strategy and tactics, of artillery and commissariat 
and so forth. A retail store beccmies impersonal when the single head 
of the firm, who is in jicrsonal redations with the clerks and the cus- 
tomers, is supplanted by a board of directors wdio control thousands 
of employees. This latter is acco.uplished by means of a system oi 
organization to which every individual is subordinated. In such a 
store die concrete business transaction is no longer a personal under- 


* Adapted by permission from E W.^ liurt^ess, The Function oj Sonaliza 
tion in Social h'volution, {)p 137-74 (The Univeisity of Cdiieayo Press, 
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standing between buyer and seller, but rather an automatic process 
operating according to (.erlain delinite standaids. The collective 

labor contract make^ (he wage lelalmn impersonal and so on 

[I he] impersonalization of credit is the characteristic mark of modern 
national economy.” 

Ihe tendencies to impersonali/atiim arc not merely economic, 
not national alone, but social and woild-w'idc. Icconomic value is 
no longer determined immediately in any particular case by the clash 
or concord of (lie interests of tw'o persons, or by custom, but is settled 
in a ([uitc impersonal way by a (piotalion from the boaid of trade. 
Life in the city illustrates in scores of ways the growth of im[)ersonal 
relations. The enormous aggregations of population, the minute 
subdivision of labor, the many transient relations of persons, nitike 
impossible the eliective fiim tioning of peisonal ties. It is not to the 
character of the milk-dealer that \ou look, but to the impersonal 
certificate of inspection, not the inoiaK of the p.uking magnates that 
you scrutinize, but the government inspector’s stamp. The growing 
use of money and cu“dit as a medium of cAdiange brings into the 
power of the individual a whole' sum of seivites whose iin])ersonal 
nature scarcely gives a hint of theii genetic connection with (he give- 
and-take of llu' old pe'isonal industrial and so( ial order, d'he growth 
and s]X'ciahzat ion of the pioh-sdons and of ewpert knowh'dge in 
specific de])artments of thought and action have created the great 
impersonal function of an ‘‘authority,” 'J'he rise of the ne\vsj)ai)er 
with its anon) moils editoiial “w'c” and its detached statement of the 
news is but another force making for the imjiersonal character of this 
age. The modem social grou]), the public, is lield together dud fly 
by ties of imjiusonal interest, tilthough (he intlucnce of a striking 
per.sonality is not entiiely eliminated, d'he jihenomena of fashions 
and fads imlicate at once their imjiersonal idle and the futility of 
individual ])rotest and resistance. Public ojiinion, pervasive, in- 
tangible, quite impel zonal, a pait of the spiiitual breath of each of us. 
yet hardly more our own than the atmosphere which we inhale and 
exhale again, is a [ihenomenon of modem times. And even our 
great national elections where the individual adds but one vote to 
six or .seven million votes cannot but give the reflective person a feel- 
ing of the utter impotence of personal participation and the imper- 
sonality of democracy. 

The transition from the personal relations of the guild and the 
manor to the impersonal relations of the betory and the estate was 
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officials, representing in turn the board of directors, who are the 
chosen representatives of the stocLholders. 

See also 20. The Villain and the Freeman. 

23. Manorial Methods of Cultivation. 

203 Kconomic Insecurity of the Workers. 

243. 1 'he TVade Union Frogram. 

274 Suggested Cines for Toverty. 

314. IMPERSONAL DFVTCI.S TO MEET IMPERSONAF. 

('ONDITTONS' 

Ey the impersonali/ation of industry are meant two closely 
related things. Not only are imperbonal relations substituted foj 
personal relations, but the whole personality no longer functions iii 
industry. The worker takes a place in an impersonal system, the 
entrepreneur follows out an impersonal policy. In both manufactur- 
ing and agriculture the evolution of the new system centered about 
the control of capital. 

The ])rocess of im})eisonali/ation is not confined to production, 
it makes its way into all parts of ei'onomic and social life. Sombart 
indicates the e.xtent to which capitalism changed personal tics into 
imjiCTSonal redations. “.An ‘imfiersonalization’ {VcrsatlilichiDi^j 
always occius where the efficiency of a system of man-made airangc'- 
ments displaces clirect individual or coopeiaticc human effort 
We observe a paiallel phenomenon in teclmujue w'heie the imper- 
sonalization consists in the transfer from vital human labor to a s\s- 
tem of lifeless bc^Klies, i.e , mechanical or chemical action. Militar} 
leadership becomes impel sonal when the battle is no longer decideci 
by the initiative of the general, but by the intelligent observance ol 
all the accumulated experience of the past and by the utilization o( 
s( ientific methods of strategy and tactics, of artillery and commissariat 
and so forth. A retail store beccmies impersonal when the single head 
of the firm, who is in jicrsonal redations with the clerks and the cus- 
tomers, is supplanted by a board of directors wdio control thousands 
of employees. This latter is acco.uplished by means of a system oi 
organization to which every individual is subordinated. In such a 
store die concrete business transaction is no longer a personal under- 


* Adapted by permission from E W.^ liurt^ess, The Function oj Sonaliza 
tion in Social h'volution, {)p 137-74 (The Univeisity of Cdiieayo Press, 
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lion of the change which had taken away their occupation and 
livelihood. 

With the failure of direct action and of political agitation, the 
influence of Robert Owen and of the middle elas'^ tended to turn the 
ellorts of the wage-earners to co-opeiaiion and organized self-help. 

The co-operative movement aflords us most interesting evidence 
of this change of heart and mind. In establishing consumers’ and 
producers’ societies, the working class attemj)ted to utilize the 
weapons of capitalism to its own advantage. The restriction of the 
full benefits of these societies to the members showed the essentially 
individualistic chaiacter of the organization. 

The organization of the trade union is to be distinguished from 
that of the guild system. Isach individual, upon joining the union, 
surrenders his “natural” right of competing with his fellows, and of 
making individual terms of employment with his em])lo}'er. 'J'hus 
it is that the trade union, des])ite its obvious use of peisonal and local 
relations, is organized, fundamentally, upon an impersonal basis. 
The ps\chic force that gives the labor union its vitality is the eco- 
nomic iiKenti\c, the most imi)crsonal save the aesthetic of all human 
interests. The maintenance of the standard of living and the (jues- 
tion of higher wages become an object to be achieved only by the 
subordination of the individual to the group. Collective bargaining 
denotes the standardization of remuneiation and the rejection, in some 
degree at least, of the principle of the ap{)ortionment of reward to the 
worth of individual service. While the member of the union has a 
vote in the referendum for a strike, his reliiuiuishment of the ulti- 
mate control of his conduct to an organization often involves the sur- 
render of his personal preferences. In mediaevsd times, the control 
of life was in the hands of the guild master and his personality func- 
tioned in his work; in modern times, the personality of the wage- 
earner does not function in production, and the control of his life in its 
economic aspect has passed into the keeping of an organization into 
which his personality is merged. 

The impersonal character of the Socialist movement is as evident 
as that of the labor union. The interests of all the members of society 
are to be conserved without regard to class or adventitious circum- 
stances. The special economic privileges that private property 
presents for the personal control of the destinies of other men are to 
be abolished. The ownership of all the instruments of production 
is to be vested in the state, the impersonal representative of all of us. 

27 
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Above all else, the Socialist philosophy of life tends to turn the atten- 
tion of the individual from the personal to the impersonal explanation 
of the causes of social misery. According to the new interpretation, 
not human nature, but the social order i^ responsible for human waste 
and wreckage; not the “boss,” but tlie “soulless” corporation is to 
blame; not the caj)italist, philanthroj)ist that he often is, but the 
s}stem is at fault. 

Thus the circle of impersonalization is comj)lete. Capitalism 
introduced an impersonal economic order with impersonal ramifna- 
tions which extend throughout the entire social order. Labor unions 
have built up an im])ersonal organization to measure strength with 
caipitalism in the industrial arena. The Social Movement, and 
especially social siience as its highest rational integration, has im- 
planted in the minds of men an objective and detached method of 
analyzing and intei[)reting social facts. 

The question may be raided whether the impel sontd stage of 
socialization is the final or highest goal of the process. The stud\ 
of social dcvelo])ment in England in the last fifty years suggests that 
a new stage, which we may call the social, is being attained. The 
social tendeiuies arc multi])l\ ing, which denote that the impersoiud 
way of looking at things will become permeated by the social outlook 
and spiiit; that the perfected outward co-operation of our present 
industrial order will become motivated by a perfected inner co- 
operation; that out of the moral ferment and psychic seething of the 
thronging thousands in our cities, united in spite of themselves by the 
closest and most comph'x external interdependencies, will be evolved 
a group-consciousness necessary for the solution of our pioblems and 
for the control of conditions in the common interest. Such a change 
111 the mental and social organization presupposes and re([uircs a 
change in the habits of mind of the individual. The rccpiisite trans- 
formation can occur only through the socialization of the individual 
by means of his freest personal participation in the community of 
thinking, feeling, and action of the group. The t)rocess of perfecting 
the social order makes j)ossible and requires the all-round development 
of iiersonality. 

315. MIGRATION AND IMPERSONALITY* 

What we want to discover most of all is the particular reason why 
;i sojourn in a new land should tend to broaden and intensify the capi- 
talist spirit. 

* Adapted by permission from Werner Sombart, The Quintessence of Capitalism, 
pp 302-7. (E. P. Dutton & Co., 1Q15 ) 
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If we are content to find it in a single cause it would be the breach 
witli all old ways of life and all old mkiuI relationships. Indeed, the 
psychology of the stranger in a new land niav easiK- be explained by 
reference to this one suprenie faa. Ills clan, his countiv, h:s people, 
his state, no matter how de(‘j)ly he Wiis lootcil in them, ha\e now 
ceased to be realities for him. His limt aim is to malsc profit How 
could it be otherwise? Iheie is nothing else (ipen to him In the 
old country he was excluded from })]a\ mg his pait in public life, in 
the colony of his choice there is no publit life to s])eak of. Neither 
can he devote himself to a life c:>f comfoi table, slothful ease, the new 
lands have little comfort Nor is the newcomer moxed by sentiment. 
His environment means nothing to him At best he regards it as a 
means to an end - to make a living. All this must surely be of gieat 
conscciuencc for the lise of a mental outlook that cares only for gain, 
and who will deny that colonial actixity gcaieiates it? 

Nor has the immigrant or colonial settler a sense of the presimt 
or the past. He has only a futuie Hetoie long the possession of 
money becomes his one aim and ambition, for it is clcai to him that 
by its means alone will he be able to shai)e that fuluie Hut how can 
he amass money ? Surely by enteipilse. A chaiaeteristic of the new- 
comer everywhere is that theie are no bounds to his entei prise. He 
is not held in check by peisonal considcaat 10ns, in all his cK.ilings he 
comes into contact only with strangers like himself. Nor is the 
stranger held in check by considerations other than j'lersonal ones 
He has no traditions to re^-pect; he is not bound by the policy of an 
old business. He begins with a clean slate, he has no local connec- 
tions that bind him to any one spot. Is not every locality in a new 
country as good as every other ? 

One characteristic of the stranger’s activity, be he a settler in a 
new or an old land, follows of necesMty. 1 refer to the determination 
to apply the utmost rational clTort in the field of economic and tech- 
nical activity. The stranger must carry through [)lans with success 
because of nece.ssity, or becam.e he cannot withstand the desire to 
secure his future. On the otlier hand, he is able to do it more easily 
than other folk because he is not hampered by tradition. This explains 
clearly enough why alien immigrants, as we have seen, furthered com- 
mercial and industrial progress wherever they came. Similarly we 
may thus account for the w^cll-known fact that nowhere are technical 
inventions so plentiful as in America, that railway construction and 
the making of machinery jirocccd rfiuch more rapidly there than any- 
where else in the world. It all comes from the peculiar conditions of 
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the problem, conditions that have been termed colonial — great dis- 
tances, dear labour, and the will to progress. The state of mind that 
will have, nay must have, progress is that of the stranger, untram- 
melled by the past and gazing toward the future. 

316. IMPERSONAL LAWS OF MANAGEMENT* 

In its original conception the Taylor system of scientific manage- 
ment seems to have been literally a system of shop management 
concerned primaiily with the problem of clTicient manufacture or pro- 
ductive efiiciency in the shop. As time pas.sed, however, the charac- 
ter, scope, and significance of scientific management seem to have 
steadily enlarged in the minds of Mr. Taylor, his immediate followers, 
and his imitators, so that when the term “scientific management’’ 
was definitely adojited by adherents of Mr. Taylor as descriptive of 
his system, the intent, apparently, was to emphasize claims for it 
much broader and more fundamental than those originally made - 
claims which seem to warrant the following summarization: 

1. Efficiency, not onlyjn the mechanical aspects and as it depends 
on organic arrangements and human effort in the shop, but with 
rc.spcct to the functions of a going industrial establishment, is gov- 
erned by fundamental natural laws, not made by man, and unalter- 
able by man. 

2. Scientific management has discovered the means by which the 
facts underlying these natural laws, which govern production in the 
larger sense — productive welfare and distribution — can be determined 
and established as objective, matter-of-fact data, quite apart and 
divorced from human judgment, opinion, or will; i.e., the means by 
which all productive arrangements and ])roccsses and all the relations 
between managers or employers and workmen can be reduced to an 
exact scientific basis of objective fact and law. 

“Scientific management,” declared Mr. Taylor, “attempts to sub- 
stitute in the relations between employers and workers the govern- 
ment of fact and law for the rule of force and opinion. It substitutes 
exact knowledge for guesswork and seeks to establish a code of natural 
law equally binding upon employers and workmen.” In time and 
motion study it has discovered and developed an “accurate scientific 
method by which tlie great mass of laws governing the easiest and 
most productive movements of men are investigated. These laws 
constitute a great code which, for the first time in industry, com- 

* Adapted from R. F. Hoxie, “Scientific Management and Labor Welfare,'’ 
Journal of Poliiical Economy, XXIV (1916), 833-44. 
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pletely controls the acts of the management as well as those of the 
workmen/’ 

There seem to be at least two very diverse conceptions of time 
and motion study. In its narrower conception and as understood by 
labor generally, time and motion study is looked u]')on simply and 
solely as an instrument for task-set ting and eOiciency-rating, usecl thus, 
in the main, to determine how much can be done by a workman 
engaged in a given operation within a given time, and, therefore, to 
set the maximum task accomplishable by him and the group of 
laborers to whi( h he belongs. 

This view of time and motion study, however, accords ill wilh the 
later and enlarged conception held, appaiently, by Mr. Taylor and 
by many, if not all, of the {)resent members ol the scientific manage- 
ment group. Judged by this standard, it is crioneous in two very 
essential respects. 

In the first place, time and motion study, according to tin’s latei 
conception, wlien used for task-sigting purposes, is not designed to 
discover and set the minimum time or the maximum task, but the 
scientific time or task, i.e., the reasonable or just task, considciing 
the technical conditions, the character and training of the w'oikmcn, 
the element of fatigue, etc. 

In the second {)lace, time and motion study, in its largm concep- 
tion, is not merely or perhaps mainly a method used for task-setting 
and efficiency-rating. On the contrary, in the light of the recent 
claims based upon its use, made by Mr. d'aylor, and of the jiioblems 
to the solution of whicli it is apparently being applied by progressivi' 
scientific managers, time ami motion must be conceived as little less than 
a universal method of attempted accurate industrial analysis, usable, with 
or without the stop watch, to discover, at almost every stej) of the 
productive and distributive process, not only the most effective 
material, organic, and human arrangements, adaptations, and com- 
binations, but the reasonable demands which can be made uiion the 
intelligence and energy of the management as well as the men, and 
the just apportionment of the product to all the factors and individuals 
concerned. 

According to statements made by scientific managers, this process 
of analysis or time and motion study, in the larger sense, should, where 
possible, begin with the determination of a site for manufacture. The 
really scientific manager, starting out de novo, will consider all avail- 
able sites with reference to the time and motion expenditure, deter- 
mined by actyal experiment, necessary in securing an adequate supply 
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of proper materials, in the going to and from the shop of the numbers 
of the difTcrcnt classes of workmen needed or likely to be needed, in 
the shipment and marketing of the product, etc. Having in mind the 
character of the productive process and the most efficient productive 
arrangements possible, he will then, with regard to the greatest possible 
saving of waste time and motion, work out, with the utmost care, and 
with reference to future expansion, the plans for the construction of 
his plant. This will involve a most careful study of all Uie general 
internal arrangements and processes, the most efficient methods of 
planning the work to be done and of routing it through the shop so 
that there may be no delay in transmitting orders, no waste carriage 
of materials and partly finished products, no lost time in the assembly 
room waiting for delayed parts. With the same ends in view, and 
in the same manner, he will also determine the most effective place- 
ment of machinery, the storage of tools and materials, and tlie loca- 
tion of the various elements of the office force. 

The shoj) constructed and the machinery installed, he will apply 
time and motion study in an endless series of experimental tests to 
determine what possible improvements can be made in machinery and 
its operation, and in the tools, fixtures, materials, and specific pro- 
cesses of work. The best feed and speed for each machine, with 
reference to the different grades of materials, will then be established 
The different jobs or processes will be analyzed and re-analyzed, and 
their elements experimentally combined and recombined, the tools 
and fixtures changed and rearranged, and all tliesc variations timed 
and retimed in an effort to discover the most efficient productive com- 
binations and methods. 

This time and motion study analysis will extend, it is thus claimed, 
to every feature and all organic relationships of the mechanical process 
of production. But it will not stop there. It will be extended to 
cover the managerial functions and the office work. The duties of 
the managers, superintendents, and especially of the shop foremen, will 
be analytically studied and reorganized. As a result, the work of the 
old managerial functionaries will be split up, and new departments 
with new dci^artment heads established. In place of the single old- 
line foreman, for example, charged with hiring, discipline, discharge, 
appoitionmcnt of work, the setting-up of jobs, the determination of 
speed and feed of machinery, repair of machinery and belting, inspec- 
tion of the product, etc., there will be a separate head charged with 
the selection, hiring, adaptation, and discharge of workmen, and a 
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series of functional foiemen, each responsible for a particular duty, 
eg , a gang boss, a speed bo^^, a repair boss, an inspector of work, 
an instructor, a mute cleik, a tune and cost clerk, a disciplinai ian 
The methocK of stoiage and deli\erv of tools and inateiials, the dis- 
])atc]iing of orders fioin the olhce to the sliop, the juiichasing of 
inateiials, the mail' cling of ] nod in. Is, and all the methods of account- 
ing will likewise be subjected to lime and motion study in this laigei 
sense, ccitli a \ iew to discoveiing the most elTicient means ano 
methods All this and much moie is time and motion study in the 
larger coiu'eption of the term, which seems to be sanctioneil b\' juo 
gressice scientilic managea's. And not until, tluough this broachn 
time and motion study, a laigcT degree of improvement and stand 
ardi/ation of the general piodueti\e jiion'ss has been well acbanci'd 
should the scicntilic manager, acaoiding to these e\])crts, enter upon 
time and motion study in the nai rower seime, i e., ])utting the time 
study men, with stop watches, o\er the woikmen eng.igi'd in a jiai 
ticular job for the cw'iircss purpose of s(‘iting tasks and rates of wage 
payment. 

Nor, under the diieclii-n of this really scientific manager, we aie 
told, will t]]is])a!tof the time and motion stud\ coi ic'spond to ihecon- 
ception of it lu'ld by labor. On the contiary, it will be done in the 
same spirit and with the same care that we have noted above li 
will endc'acor to discoxer by repc^ated an.d>sis and e\peiiment:d tim- 
ing the best character, combination, and arrangement of tools, 
materials, machinery, and workmen, the most ellicicaiL and conven- 
ient lighting, heating, and scaling arrangements for the workmen, 
the i[)roper period for continuous ojieration by them, considering the 
element of fatigue, the rest [iciods needed, their most cfluient char- 
acter, combination, and secjuencc of motions, etc. iMoieoxcT, these 
particular job experiments will not be conlined to one man, or to a 
few of those wlio are to acco nplish the task. Many men will be 
timed with the idea of disc »\ering, not the fastest speecl of the fastest 
man, but the normal speed which the gioup can conlinuoudy maintain. 
If necessary, hundreds and perhaps thousands of time and motion 
studies will be made to determine this, before the task is set and the 
rate established. And whenever a new or better method or combina- 
tion has been discovered by the time and motion analysis, which is sup- 
])osed to continue e\ en aftei the task is set, the w hole jirocess of careful 
and extended timing for task-setting will be re[)eated, and new tasks 
and rates established reasonably conformable to the new condition. 
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Finally, as an integral part of this broader time and motion study, 
all the results secured by it will be continuously and systematically 
filed as permanent assets and guides to future action. 

Thus conceived, time and motion study appears to be considered 
a method of analysis applicable to practically every feature of the 
productive and distributive process, considered apart from its purely 
financial aspects, a process of analysis applied continuously through- 
out the life of tlie establishment. And the scientific management 
based upon it is conceived to be a perpetual attempt to discover and 
put into operation the new and continuously developing technical, 
organic, and human arrangements, methods, and relationsliips con- 
stantly revealed by it to be more efficient and more cf|ui table. 

In considering this question of time and motion study we must 
carefully distinguish between two factors or elements which enter into 
the industrial process, the mechanical or material, and tlie human. 

With respect to tlie first of these elements, the claim of scientific 
management seems to be fairly justified. Through time and motion 
study in its broader conception, it api)cars to be possible to discover 
and to establish in practice the objective facts and laws which underlie 
the most efficient mechanical arrangements, processes, and methods 
of production in the shop. 

The moment, however, that the conception is broadened and tlie 
human factor enters into the situation, and the problem becomes one 
of setting each man to the work for which he is best fitted, determin- 
ing how much work any man ought to do, the claims of scientific 
management with respect to time and motion study, and, therefore, 
with respect to the character and effects of scientific management, 
do not seem capable of practical realization. 


See also 66. Calculation and Capitalism. 

328. Is the Entrepreneur Active or Passive? 

332-35 on Science in Management. 

317. IMPERSONALITY, BUSINESS PRINCIPLES, AND 
MIDDLE-CLASS VIRTUES’ 

Business principles likewise have undergone a change. That was 
only to be expected when the goal of enterprise has become different. 
Today, it may be said, five main rules regulate economic activities 

* Adapted by permission from Werner Sombart, The Quintessence of Capitalism, 
pp. 182-89. (E. P. Dutton & Co., 1915.) 
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a) Absolute rationalism is the first. Economic activities are ruled 
by cold reason, by thought. That has always been tlie case; it shows 
itself in the making of plans, in considering whether any policy was 
likely to be successful or no, and in calculation generally. The last 
trace of traditionalism has vanished. The man of today (and the 
American undertaker may stand as the most perfect t>Te) is filled 
with the will to apply cold reason to economic activities; moreover, 
he possesses tlie determination to make the will elective. Accord- 
ingly, he is ever ready to adopt a newer method if it is more rational, 
w'hether in the s])here of organization, of production, or of calculation. 

b) Production for exchange (as oj)poscd to ])roduction for use) is 
the motto of economic activities. As much profit as possible is their 
ideal; consequently what matters is not the goodness or the kind of 
commodities produced, but their salability. How they arc sold is 
secondary, so long as they are sold. Consequently the undertaker 
is wholly indifferent to the <|ua1ity of his wares; he wall make shoddy 
goods or cheap substitutes, if only it |)ays. If cheap and nasty boots 
yield more piofit than good ones, it would be a deadly sin against the 
holy spirit of capitalism to manufacture good ones. It is no aigument 
against the truth of this to point to a movement in certain industries 
(the chemical industry is one), the object of w’hich is to imj)rove 
quality. They are cases where there is more profit from high-class 
goods than from inferior articles. 

What follows from this is plain. Since it is inherent in acijuisi- 
tiveness to enlarge incomings to the uttermost; and since, again, the 
greater the sale the larger the profits, it is only to be expected that 
the undertaker w'ill try all he can to increase his sales. Aj)art from 
the greater gain, more extended sales will give him certain advantages 
over competitors. Hence it is by no means remarkable that the 
desire for greater sales, for new markets, for more customers, is one 
of the mightiest motive powers in modern capitalism. It is directly 
responsible for a number of business principles, all of which have one 
end in view — to make the public buy. The more important of these 
principles deserve to be mentioned. 

c) The first (and the third in the general scheme) may be enun- 
ciated as follows: Search out the customer and attack him. ddiat is 
today as self-evident a maxim in all branches of business as it was 
strange and wrong in the age of early capitalism. In [)ractice it 
means that you set out to attract the customer’s attention and to 
stir up within him the desire to purchase. 
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d) Secondly, sell as cheaply as you can, reduce price to the lowest 
l)0ssible figure so as to attract the public. 

e) Elbow room is demanded in order to arrive at the wi^hed-for 
goal. Wliich means that you require freedom of action, liberty to 
enter upon or to abstain from any course, as seems best to you It 
means emancipation from the trammels of law or morality; it means 
that you should be allowed to poach on your neighbour’s pre-enes 
just as he may be allowed to j)oach on yours, it means that you should 
be allowed to oust him if you can; it means that }'ou object to inter- 
ference either from the state or from workingmen s organiziitioiis ni 
making your contracts. You want none of the restraints of an earlier 
age. The free exercise of your powers shall alone determine economic 
success or failure. 

The middle-class virtues — industry, frugality, and honesty — are 
they of any consequence for the modern capitalist undertaker ? It is 
as (linkult to reply to the question in iheanirmative as in the negati\'e 
The place of tliese virtues in modern economic life is so very dilTeient 
from what they occupied in the eaily capitalist system. As a matter 
of fact, they have ceased to be necessary to the undertaker. Never- 
theless, they still play their part in undertaking. Before, these virtue^ 
were still in the sphere wherein personal will-power was exercised, 
now they have become part of the mechanism of business. Ikforc, 
they were characteristic of living beings; now they have turned into 
objective princijiles of business methods. 

In the olden days wdien industry was preached as a ])rimc virtue 
in the tradesman it was necessary to implant a solid foundation of 
duties in the inner consciousness of men. Everybody had to be urged 
to exercise his will-pow'er in a certain direction, and when the habit 
was once formed tlie industrious tradesman wxmt through his day’s 
work in conscious self-mastery. Today all this is changed. The 
business man works at high pressure because the stress of economic 
activities carries him along in spite of himself. He is no longer exer- 
cising a virtue; nece.s.sity drives him to this particular coiiixe. The 
general business pace determines what his oum business pace shall be. 
He can no more be idle than a man at a machine, whereas a crafts- 
man with his tools can be idle or industrious as he clioo^cs. 

The objectiveness of frugality is even more marked, for the private 
and the business “housekeeping” of the undertaker are now separate. 
In the latter frugality is needful more than ever. “'J’liere are great 
undertakings whose existence depends on wdiether all the sand is 



IMPERSONAL RELATIONS 


S15 

removed from the carts or whether one shovelful is left behind.” 
Recall the careful, almost miseily, economy of Rockefeller in liis 
management of tJie Standarcl Oil Companv; recall how not a drop 
of oil was wasted; the wooden boxes in which tin w’as brought from 
Europe were sold to llorists or were u<ed as firewood. lUit in the 
private housekeeping of the undertaker \ou will find none of tJiis 
fanatical tlirift. Neither Rathenau’s nor Rockefeller’s castle is a 
centre of that frugality so much beloved of Benjamin hianklin; and 
the festive boards of our rich undei takers know’ nothing of sulTiciencv 
and moderation. And if the head of the family is content to go on 
in the old-fashioned bourgeois style of his youth, his wife, his sons^ 
and his daughters will all see to it that luxury and superfluity and 
pomp become part and parcel of the new bourgeois spirit. 

Commercial honesty comes last. Can ain one doubt that honesty 
is today— today perhaps more than ever— a factor in business life? 
In business life only, however. For the conduct of the undei taker 
as a man may dilTer widely from his conduct as a tradesman. Com- 
mercial honesty is a congilexity of princijdes that aie intended to 
apply to business but not to the personal conduct of the business 
subject. An honest tradesman today may certainly be unmoral in 
his private life. When you say he is “good,” you mean that he is 
reliable in his business; that he will pay; that his firm has a good 
name. You pass no judgment on his personal conduct, which is 
governed by other princii)lcs. Indeed, the firm may not have an 
individual head at all. It may be an impersonal limited company, 
the directors of w'hich change from time to time, 'fheir jiersonal 
morality stands in no relationship to the business. The “name” of 
the business is all that matter'^ Thus here, too, wliat before was a 
personal Cjuality has now become a matter of business routine. You 
can see it best by considering modem credit. A bank in olden da}’s 
was relied upon because it could t^oint to an ancient and honored 
name; it w^as “good” for personal reasons. Today a bank inspires 
confidence by the size of its invested capital and its reserves. Today 
you assume that business is carried on honestly — anyhow until some 
swindle comes to light to prove the contrary. In this virtue then, as 
in tlie otliers, what before was organic has now become mechanical. 

All this applies to the large undertakings. In the small and 
middle-sized enterprises, however, you may still find the principles 
prevalent in the early days of capitalism. The middle-class virtues 
are still cultivated, and the undertaker’s personal characteristics 
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determine his economic progress. It is in the large undertakings and 
their directors and managers that we find the spirit of capitalism fully 
developed in all its shining purity. 


See also 170. Technical Inventions and the Capitalistic Spirit. 

318. NEW VARIETIES OF SIN* 

Modern sin takes its character from the mutualism of our time. 
Under our present manner of living how many of my vital interests 
I must intrust to others I Nowadays the water main is my well, the 
trolley car my carriage, the banker’s safe my old stocking, the police- 
man’s billy my fist. My own eyes and nose and judgment defer to 
the inspector of food, or drugs, or gas, or factories, or tenements, or 
insurance companies. I rely upon others to look after my drains, 
invest my savings, nurse my sick, and teach my children. I let the 
meat trust butcher my pig, the oil trust mould my candles, the sugar 
trust boil my sorghum, the coal trust chop my wood, the barb-wire 
company split my rails. 

But this spread-out manner of life lays snares for the weak and 
opens doors for the wicked. Interdependence puts us, as it were, at 
one another’s mercy, and so ushers in a multitude of new forms of 
wrongdoing. 

The sinister opportunities presented in this webbed social life 
have been seized unhesitatingly, because such treasons have not yet 
become infamous. The man who picks pockets with a railway 
rebate, murders with an adulterant instead of a bludgeon, burglarizes 
with a “rake-olT” instead of a jimmy, cheats with a company pros- 
pectus instead of a deck of cards, or scuttles his town instead of his 
ship, does not feel on his brow the brand of a malefactor. The shedder 
of blood, the oppressor of the widow and the fatherless, long ago 
became odious, but latter-day treacheries fly no skull-and-crossbones 
flag at the masthead. The qualities which diflerentiate them from 
primitive sin and procure tliem such indulgence may be clearly 
defined. 

I. Modern sin is not superficially repulsive. Today the sacrifice 
of life incidental to quick success rarely calls for the actual spilling of 
blood. How decent are the pale slayings of the quack, the adulterator, 
and the purveyor of polluted water compared with the red slayings 

* Adapted by permission from E. A. Ross, Sin and Society^ pp. 3-30. (Hough- 
ton Mifflin Co., 1907.) 
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of the vulgar bandit or assassin! Even if there is blood-letting, 
the long-range tentacular nature of modern homicide eliminates 
all personal collision. What an abyss between the knife-play of 
brawlers and the law-defying neglect to fence dangerous machinery in 
a mill or to furnish cars with safety couplers! The providing of 
unsuspecting passengers with ‘^cork’' life-preservers secretly loaded 
with bars of iron to make up for their deliciency in weiglit of cork is 
spiritually akin to tlie treachery of Joab, who, taking Amasa by the 
beard to kiss him,” smote Amasa “in the tifth rib' j but it wears a 
very different aspect. The current methods of aniuwing the i)roperty 
of others are characterized by a pleading indiiectness and refinement. 
The furtive, apprehensive manner of the till-tap])er or the ponh- 
climber would jar disagreeably u])on the tax-dodger “sweaiing off" 
his pro])erty or the city official concealing a “ rake-off ” in his specifica- 
tions for a public building. Tlic work of the card-sharp and the 
thimblerigger shocks a type of man that will not stick at the massive 
“artistic swindling” of the contemporary promoter. A taint of 
unworthiness, indeed, always attaches to transactions that force the 
person into humiliating postures. Your petty parasite or your minor 
delinquent inspires the contemj)t that used to be felt for the retailer. 
The confidence man is to the promoter wliat the small shopkcej)er 
was to the merchant prince. 

2. Modern sin lacks the familiar tokens of guilt. The stealings 
and slayings that lurk in the complexities of our social relations are 
not deeds of tlie dive, the dark alley, the lonely road, and the mid- 
night hour. They require no nocturnal i)rowling with muffled step 
and bated breath, no weapon or offer of violence. Unlike the old-time 
villain, the latter-day malefactor docs not wear a slouch hat and a 
comforter, breathe forth curses and an odor of gin, go about his 
nefarious work with clenched teeth and an evil scowl. In the su])remc 
moment his lineaments are not distorted with rage, or lust, or malevo- 
lence. One misses the dramatic setting, the time-honored insignia 
of turpitude. Fagin and Bill Sykes and Simon Legree arc vanishing 
types. Gamester, murderer, body-snatcher, and kidnap])er may 
appeal to a Hogarth, but what challenge finds his pencil in the counte- 
nance of the boodler, the savings-bank wrecker, or the ballot-box 
stuffer? Among our criminals of greed one begins to meet the 
“grand style” of the great criminals of ambition, Macbeth or Richard 
UI. The modern high-power dealer of woe wears immaculate linen, 
carries a silk hat and a lighted cigar, sins with a calm countenance and 
a serene soul leagues or months from the evil he causes. Upon his 
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gentlemanly presence the eventual blood and tears do not obtrude 

themselves. 

3. IVIodern sins are impersonal. The covenant breaker, the sulj- 
orned witness, the corrupt judge, the oppressor of the fatherless — 
tlie old-fashioned sinner, in short — knows his victim, must hearken, 
perhaps, to bitter upbraidings. But the tropical belt of sin we are 
sweeping into is largely impersonal. Our iniquity is wireless, and we 
know not whose withers arc wrung by it. The hurt passes into that 
vague mass, the “public,” and is there lost to view. Hence it docs 
not take a Borgia to knead “chalk and alum and plaster” into the 
loaf, seeing one cannot know just who will eat that loaf or what 
gripe it will give him. The purveyor of spurious life-preservers need 
not be a Cain. The owner of a rotten tenement house, whose “pull ” 
enables him to ignore tlic orders of the health department, foredooms 
babies, it is true, but for all that he is no Herod. 

Often there are no victims. If the crazy hulk sent out for “just 
one more trip” meets with fair weather, all is well. If no fire breaks 
out in the theater, the sham “emergency exits” are blameless. The 
corrupt inspector who O.K’s low-grade kerosene is chancing it, that 
is all. Many sins, in fact, simply augment risk. Evil does not clog 
their footsteps with relentless and heart-shaking certainty. When the 
catastrophe cloes come, the sinner salves his conscience by blas- 
phemously calling it an “accident” or an “act of God.” 

Still more impersonal is sin when the immediate harm touches 
beneficent institutions rather than individuals, when, following his 
vein of private profit, the sinner drives a gallery under some pillar 
upholding our civilization. The blackguarding editor is really under- 
mining the freedom of the press. The policy kings and saloon keepers 
who get out to the polls the last vote of the vicious and criminal classes 
are sapping manhood suffrage. Striking engineers who spitefully 
desert passenger trains in mid-career are jeopardizing the right of a 
man to work only when he pleases. The real victim of a lynching mob 
is not the malefactor, but the law-abiding spirit. School-board grafters 
who blackmail applicants for a teacher’s position are stabbing the free 
public school. The corrupt bosses and “combines” are murdering 
representative government. The perpetrators of election frauds 
unwittingly assail the institution of the ballot. Rarely, however, are 
such transgressions abominated as are offenses against persons. 

The grading of sinners according to badness of character goes on 
the assumption that the wickedest 'man is the most dangerous. This 
would be true if men were abreast in their opportunities to do harm. 
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In that case the blai kest villain would be the worst scourge of society. 
But the fact is that the patent ruffian is confined to the soiial base- 
ment, and enj()}'s few opportunities, lie can assault or molest, to be 
sure; but he cannot betray. Nobody depends on him, so he cannot 
commit breach of trust— that aixh sin of our time. He docs not hold 
in his liand the safety or welfare or money of the public. Ife is the 
clinker, not the live coal, \ermin, not beast of piev. Today the 
villain most in need of curbing is the res[)ectable, exemplarv, trusted 
personage who, strategically placed at the focus of a spider-web of 
fiduciary relations, is able fiom his ofiuc-chair to pick a thousand 
pockets, jx)ison a thousand sick, jiollute a thousand minds, or imiieiil 
a thousand lives. It is the great-scale, high-voltage sinner that needs 
the shackle. To strike harder at the petty pickpocket than at the 
prominent and unabashed jierson who in a large, impressive way sells 
out his constituents, his followeis, his dejiositors, his stockholders, his 
[)olicy-liolders, his subst ribeis, or his customers, is to “strain at a 
gnat and swallow^ a camel.” 

No paradox is it, but demonstrable fact, that in a highly articulate 
society the giavest harms are inllictcsl, ncT by the wxirst men, but by 
those with virtues enough to bocast thcmi into some coign of vantage. 
The boss who sells out the town and delivers the t)oor over to filth, 
disease, and the powcis that prey ow'cs his chance to his engaging 
good-fellowshi{) and big-heartedness. Some of the most daz/ling 
careers of fraud have behind them long and reassuring records of 
proliity, which have sei ved to bait the trap of villainy. 

319. rj:RS()XAL AND SOCIAL RKSPOXSIBIldTY 

A* 

The morality wdiich appeals to men with the sanction of the ages 
is chiefly concerned with the relations of persons who know one 
another as indi\iduals or who recognize at least the claim of some 
mutual bond, whether of kindred or of mere propinquity. Thus the 
swimmer who refuses to s])i ing into the water to the rescue of a drown- 
ing child earns the contempt of his fellows, and on reflection probably 
concurs in the condemnation of his cowardice. But the most numer- 
ous and important relations in modern industrial society are not 
between persons who can in the most shadowy sense be said to know 
one another. Even when it is possible to discern any personal issue 
at all, the parties to the bargain are absolute strangers. 

* Taken by permission from B. K. Gray, “The P^thical Problem in an Industrial 
Community , Journal of Ethics, XVII, 218-19. 
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Let a vote of money be proposed for surveying and charting the 
shore and ocean, or for erecting lighthouses, buoying channels, and 
fixing warning bells on submerged rocks. Something of the simpler 
personal appeal may be found lurking in such practical work as this. 
But before such a task can be begun it is necessary first to proceed to a 
distance more remote from the risks of the fisherman in his storm- 
driven cobble. The power to prepare a chart depends on previous 
scientific equipment, and the distinction in emotional interest between 
the child struggling in the water and the maintenance of the hydro- 
graphical department of the admiralty is sufficiently obvious. 

The first belongs to the sphere of personal morality, and is indeed 
as simple an instance as we could select. The summons was clear, 
the claim of weakness on strength, from individual to individual. It 
may be regarded as typical of all those cases in which it is possible, 
if not immediately, yet by a not too recondite reflection, to discover 
the person to whom service is due. The antithetical case (hydro- 
graphical department), while far from being an extreme one, is per- 
haps sufficiently lacking in elements of personal interest to be typical 
of those impersonal problems to which the progress of society has given 
pre-eminent value. 

The changerl character of this typical reaction gives rise to an 
ethical inquiry which is also pcrplexingly fresh. Whereas a man’s 
influence on and duty toward strangers has been, comparatively 
speaking, slight and intermittent, it has become continuous and 
dominant. The range of response to the unknown is often dismissed 
with such proverbial wibdom as “put them in mind to be subject to 
principalities and powers.” This attitude, never very promising, 
is now impossible. In the industrial world a man’s largest claims and 
duties are to strangers whom he does not know, has never seen, and 
cannot love. It is useless to call such people neighbors, and no exten- 
sion of neighbor morality touches the difficulty. What is needed is 
to gain a sanction not only for right behavior, which legislation might 
compel, but for a right emotional attitude toward the anonymous 
crowd. This must be as tough and flexible as the sanctions which a 
good man respects within the little world of home and acquaintance. 
The assumption that our dealings are chiefly with a few familiar 
figures and only incidentally with a world-mass of population is no 
longer a true one. There is no thread in tlie stuff of daily life which 
is not spun in the mill of the anonymous. Personal ethics has 
certainly not lost in positive value; on the contrary, its applications 
become more various and diflScult as they are less easily reduced to the 



IMPERSONAL RELATIONS 


8si 

simplicity of a ‘Mrowning-child” type. But relatively they yield 
position to problems of tlie “hydrographical-department” type. 

It is not strictly correct to speak of this latter class of relations 
as impersonal, because, of course, in the last resort there must be 
people on both sides. But the individuals are too aloof for the old 
persuasions to have much power. 

We have gone through a revolution of late in many realms of 
thought and policy. We ha\'c swung far away from narrow indi- 
vidualism toward a sense ot solidarity and social-mindedness. In 
religion the dominant ideal is no longer a nariowly personal salvation 
granted from above as a reward of personal faith, but rather an atti- 
tude of love and service to one’s fellows which are in themselves 
salvation. The old idea of free will is giving way to determinism, 
individualism to public control, personal res])onsibility to social 
responsibility. 

This changed attitude shows itself in economic matters in a hun- 
dred ways. The common law treated industrial accidents as matters 
of personal responsibility and attempted to li\' a personal blame. The 
results were intolerable. Contrast the attitude of a system of com- 
pulsory com])cnsation w^hich blames nobody, and seems almost to 
take away all responsibility, distributing it between the state and tlu 
employer and treating the em])loyer impersonally, as the represenla- 
tive of the industry. 1'his policy expresses a new idea of rcspoi^sibility. 

Not long ago we were almost morbidly afraid to do anything to 
relieve distress, for fear of undermining people’s independence and 
l^eipetuating the disease we aimed to cure. Anything looking toward 
permanent assistance w'as a confession of failure in the present and an 
omen of evil to come. Meanwhile poverty continued to breed pov- 
erty. Now free meals for school children are becoming more and 
more common, the minimum wage in a mild form is being seriously 
tried out, and we seem to be on the tlireshold of similar ex]UTiments 
w'ith old-age pensions, mothers’ pensions, and insurance against 
unemployment. 

The old-time lumber-gang boss or division superintendent pro- 
moted men or discharged them at will. He was responsible to his 
superior officer for getting results, and to his conscience, if he had 
one, for tlie rights and wrongs of his actions. Often he adopted a 

« Adapted by permission from J. M*. Clark, “The Changing Basis of Economic 
Responsibility,’' Journal of Political Economy, XXIV (1916), 210-29. 
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policy of rewards or punishments that were sudden, unexpected, and 
intent ioiially arbitrary, Ihs object beintij to keep the men in proper 
,\\' V of what miid't ha])j)cn. Dut today the consequences are too 
M'lioiis to be triMttd thus cavalierly. Compare the situation of the 
niOilcin oflK ial d-Mlmpt ^Cth a strong union, lie cannot fli-chargc 
men without the posubility of havin" to face a committee of their 
fellow laboteis who will mahe him f^ive an account of hi. actions. A 
<^uou]> h.m as^umed uw])onsibiIity for its members and a new ieo])on- 
sibihly of an indic idual toward the group is being (uifoiced How 
shall the giou]», the union, have brought home to it its own resj)on- 
s)biht\' to the hu'tei gioup of which it is a y)art ? 'That is the next 
ehaplei of the sloiv, and the end is not yet wiitten. 

ljnem])lo)’ment iisixl to be considered largely a matter of personal 
fitiu'ss and willingness to woik; now it is sjwken of as a disease of 
our economic system. Ciiminals and prostitute's used to be regarded 
(|uile simply as wicked ])eo])le. Now they are (jiiite as otti'ii looke-d 
upon as victims of the social oider. In fact this explanation is so 
much in the air that it has become a habit, an unthinking reaction 
to anything and everything tliat goes waong, and anyone and every- 
one who goes to pieces. It is all a most disquieting phase of the 
spread of deterministic ideas among people ready to absorb them 
one-sided!)’. 

but it is all ])art of a movement we cannot escape, witli its siic- 
cc'sses and its failures, its inspiration for the man big enough to catch 
it, and its eneivating effect on those without the vision It is the 
])ioduct of many things. The bottom facts are, first, that we are 
becoming inteidependi'ut in new and unforeseen ways, and, second, 
that we arc finding out moie about the remote cau>es of things wTich 
we used to take for gi anted. 

Anyone who thinks that individual responsibility is becoming less 
because collective res])onsibility is becoming greater is making a mis- 
take somewhat like that of the dog in the fable who drojipcd his piece 
of meat to catch the other wdiich he saw retlected in the water. For 
what is collectiv’e lesponsibility but personal responsibilities retlected 
in the social mirror? We need all the sense of respon ability we can 
arouse, of all kinds, organized and diiected into the most intelligent 
and eflieient channels, to make even moderately satisfactory headway 
with the incrcxisingly complex problems that arc piling up ahead of us. 

The sco])C of personal rcs])onsibility is broader than ever before, 
not narrow'er. It is a false notibn of the meaning of determinism 
which interpiets it in such a way as to undermine the responsibility 
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of the individual for his own choices. John Smith is still a law unto 
himself, whatever tlie statistics may tell us about the thousand. VVe 
cannot predict him, for the determining causes of ln\ (le^tinv lie partlv 
in his own personality. Ihc power over his environment of a man 
who does not know when he is beaten is the ki'^t thini,^ we can alTord 
to belittle or ignore. It is only too obvious what a dilTerencc it makes 
whether men who are free to act as they will, choose to act with 
courage, self-reliance, and generosily or not. The only way the 
environment can overcome man comj)letely is by persuading liim lliat 
it can do so. 

And laying responsibility on the environment cannot take it olT 
the shoulders of persons so long as the einironmcnt of each of us con- 
sists chiefly of the rest of us. The re^])onsibility is harder to bring 
home to the subject, and the duties it imposes are harder to fulfil 
effectively, for ‘‘what is everybody’s business is nobody’s business.” 
But that simply means that our first obligation is to organize machin- 
ery by which these most difficult of obligations can be first elTectively 
brought home and, second, eltectively peifoimed This means, again, 
that we are facing the dilTicult task of kee])ing the sense of obligation 
alive wdiilc delegating to specialists the bulk of the active work 
involved in meeting our obligations and fulfilling them. 

But it is not alone by making us jointly responsible for the general 
social environment that our per'^onal responsibilities are being broad- 
ened. VVe are coming to sec that our everyday businc.ss dealings liave 
more far-reaching effects than we have ever realized, and that the 
system of fiee contract is by itself (juite inadequate to bring home 
the responsibility for these etlects. Wc have begun to realize the 
many inappropriablc values that aic cieated and the many unpaid 
damages that are inflicted in the course of business exchanges. New 
possibilities at once of parasitism and of service arc here revealed, and 
here at least is a field in which responsibility is being concentrated 
instead of dilTused. Instead of unearned increments which come 
from a shadowy social environment, and wastes for which an imper- 
sonal “system” is responsible, we are making some beginnings at 
tracing these things home to the policies of particular enterprises and 
the doings of particular individuals. 


See also 300. Control through IThical Development. 

400. Wdiat Government Is Now Doing. 

413. Some Suggestiods Concerning the Direction of Social 
Control. 
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QUESTIONS 

I. Draw up a classified list of our ^^ants. Are they confined to things 
which enter into commerce ? Are they confined to material things ? 

2 Arc our wants wholly under the control of our reason ? Do we always 
desire those things which are beneficial? worthy? Can you give 
cases where wants seem to flow from the action of habit ? custom ? 
social inheritance ? instinct ? 

3. Why is it that the price of a given good tends to fall with an increased 
output ? W'hat has this fact to do with the guidance of economic 
activity ? 

4. It is said that “wants are determined largely by social standards” 

(a) \\ hat evidence can you advance concerning the validity of this state- 
ment ? (b) W hat practical results of the working of this law appear in 

the industrial world ? 

5. It is said that our subjective estimate of s.itisfactions is continually 
shifting. Wdiat practical results of the working of this law appear in 
the industrial woild? 

6. “The consumer is the real director of social energy.” What docs this 
mean ? If true, docs it locate rcsi)onsil)ility in such a way as to enable 
us to influence the “direction” through social control? 

7. “The consumer is a victim of the producer. 'I'he producer is the one 
free agent in our society.” Is this true? In so far as it is true, can 
the consumer do anything about it ? 

8. If the producer should be considered the “real director of soc ial energy,” 
would that locate responsibility in such a way as to enable us to influ- 
ence the “direction” through social control? 

9. “The fact that profit is one of the firincipal determinants of most changes 
in the nature of consumables and the standards of consumption is one 
of the most serious sources of danger in the evolution of a healthy social 
economy.” Explain. 

10. “Though there are doubtle.ss many reforms of the consumptive arts it 
is much easier to bring about reforms in production.” Explain why. 

11. Formulate a statement of the relationship of the teaching of domestic 
science to the guidance of economic activity. 

12. P'ormulate a statement of the relationshit) of consumers’ leagues to the 
guidance of economic activity. 

13. How do we come to have domestic science in our curricula today ? Is 
it the result of expanding scientific knowledge? of a higher standard 
of living ? of anonymous production ? of a higher appreciation of 
human worth? of higher prices of foodstuffs? of something else? 

14 “If the consumer be a moral consumer and will consider the issues he 
will never conclude that it is a matter of no importance how he makes 
away with the portion of wealth that falls under his disposal. Why 
or why not ? 
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15. “Demand governs the distribution of effort between the production of 
goods for the {present and goods for the future just as it governs the 
(lislribulion of effort between different kinds of goods for the present.” 
Is this true ? If true what mechanisms exist for workitig out the matter ? 

16. Make a list of the functions of the entrepreneur. What ones of these 
functions have significance in the guidance of economic activity? 

17 “The boy who sells newspapers at a railway station may be an cut re- 
prem iir, so is the man or woman who hawks round matches, or vege- 
tabh'S, or fruit ” Is this true? 

18 iffstinguish between the entrepreneur and the capitalist. Of what sig- 
nificance is this distinction in discussing the guidance of economic 
activity ? 

IQ Who corresponds to the capitalist employer in the modern cor[)oration ? 

20. “The entrepreneur is himself the servant of costs.” What docs this 
mean ? 

21. “The entrepreneur is the most significant factor in the guidance of 
economic activity.” “d'he entrepreneur is quite passive; he does what 
the conditions under which he opciates force him to do.” With which 
statement do you agree ? 

22. Wherein docs the problem of the modern employer differ from that 01 
the employer of the seventeen! h century? 

2,5. Docs it seem to you that in our society the actions of the manufacturer 
arc under constant review by financial interc'sta? If so, what of it? 
Just how do lenders guide economic activdty? Docs the small lender 
really excrci.se any significant guidance? If not, what lender does? 

2v Think over the investing acts of the typical small investor. Would 
you say that an intelligent guidance of economic activity flow's there- 
from? If you think the small investor is not [larlicularly intelligent, 
is intelligence nevertheless secured in some other way? 

26 Who are the “lenders” of society? Is a man who saves one dollar a 
week (putting it in a savings bank) in this group? Does he exert any 
intluence on the guidance of economic activity? Docs his dollar? Is 
there any reason for sepaiating the issues in this waiy ? 

27 “'J'he brief study of the finance of capitalism makes it clear, first, that 
a complex financial machinery is es.sential to the delicate adjustment 
of modern industry; secondly, that this machinery operated for private 
profit can often earn the highest profits by causing industrial disloca- 
tion and maladjustments.” Is this true? If true, what is its relation 
to the guidance of economic activity? 

28. How do you explain the strategic position in which the banker finds 
himself ? 

2() What is the promoter’s special function ? Docs he play any part in the 
guidance of economic activity? ,What is the function of the under- 
writer? 
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30. “The promoter is necessary luaaiise the great mass of the fuiiiis u^ed 
in larger cor[K)rate cnler|)nM‘^ i-^ pas-r.e.” Do \ou agieo? 

31. What classes of {)er om-, are lilaly to -^erve as [)iomoters in our motlf rn 
society ? 

32. Arc tlie prolim takui 1 )\ ^l:la^l'^‘l^ acciiiatc measurement of tlic worth 
of tlie ^er\iu'^ the> ren>hT^ 

33 Just why does ihe teduiual e\i)eit play a greater part in modern indus- 
try than he did in meduuwal uiihi^try? 

3P Tfow would you define ‘‘s<iuitife management”? Whit is its signili 
c.ince with ris[)ect to tin* guidance of etoud'iiie attivity ? 

35 “d'heie are eaiioiN Ik 1, ^ destined to pl.iy an im rea^lng loK' as the 
handiiiaids of t’ne m w busine'^s adniini^t laliim ” \\ hat are lh('s(' lu lp ^ ^ 

36. Upon whkli phaa' of the mattei, (./) tlie apjiort lonnu'iit of ^01 lal (.neppv 
among various indiislMs and indusind plants, or {!>) the (oiidiut of 
operat ions w it hin iin indiist rial unit , does the te( Iniu <d expert have inou' 
inllucnce? tlie fiianciir? the laomotu ? 

37. If the doctrine of the soi eilist w( re t() he aciepte 1 and the (o ojter it i\e 
commonwealth came into (wmliiue, ought sdcniilic man ig( Mieiil he 
encouraged in siuh a legnne^ 

3S. Who would he resjioiisihh loi I he giiidaiu e of e. o lomii a( 1 1\ iiy uikIct 
a hencvolent d{'s])ol isin r* undor ('ommnnis'ii ? i:n h r ''0< 1 ilmm ? Does 
this mean lespoimihihty w ith u spia t to (r/) or (/») in (ine-tion ^6? 

30 Do trade unions have fmu lions wiih ngKst to the giiKlame of ( 1 o- 

noniic aitivity? Do Liiipio\''is as^o( i/l ion i Do a^Mjiiitioiis of 

commeiae ? 

|0. ‘HjOX Cl iiment allei ts the /piidaiiee ol (soiomii aituity h\ ti\iii'; to 
prevent the pin suit of pi i\ ate pi oft fiom < 1 1 In 1 ; with p ihln w< liaie 
Jv\[)lain. Is this the only way in u hi< h g*)\ ( 1 nnu nt alka I s gnidam ( •' 

41 “(iovernment keeps more closely to fundana ntal m .'Kk th m is ft o.ihle 
for the business man in dealing \.ilh c<ono im piol, learn ” 1' xplain 

12 Would CO opeiation ('llVctivdy gt t iid of t ha c nl mpm ndir, tlie haiikiT, 

and the middleman, 01 would tin 11 fiim tmos shll remain to he done by 

hired servants of the co o[Ha.ilors " W Idl might we ie<donahly e\pe< t 
cooperation to ac(’oni|>lidi What are the adeanlagcs ( kn ned foi 
co-operation? the disadx milages ? Would the advantages be the same 
to all classes of sm iety ? 

43 What is the relation of (a) direct and indiiect costs; (l>) the pe< umary 
organi/mlion of soddy; (c) sped'd. mtion, (d) coacdil ration, to the 
accurate and facile guidam'e of ecoiiomie activit v 

44 What, if any, is the relation of employment ag. luics to the guidance 
of economic activity? 

45. “Our business exceulives of the older sdicKil were trained in a regime 
of individualistic enterprise. This unfits them to meet the [iioblem of 
the new regime.” MUik or defend with a detailed argument. 
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46. “The changes occurring today are transforming the business adminis- 
trator from a mere owner of private property into a responsible agent 
exercising delegated authority.” Explain. 

47, “A new and larger conception of the function of industrial leadership 
is called for.” Just why ? What will be required of the new industrial 
leadership ? 


B. The R61e of the Consumer 

320. INDUSTRIAL STRUCTURE THE PRODUCT OF HUMAN 
WANTS* 

We know that one of the basic sodal facts is the very common- 
place one that Nature does not spontaneously furnish means of satis- 
faction for all our wants, or even for most of them. We know that 
this fact senses largely to explain the struggles of man with nature 
and the struggles of man wilh man. It follows, accordingly, that 
a study of the characteristics of human wants should reveal many 
of the motive forces behind modern society. This field of study, 
enormous in extent and baffling in its elusiveness, clearly belongs to 
the psychologist. The economist can make no pretense of originality 
or comprehensiveness in dealing with such a subject. He must rest 
content with sclei ting a few propositions having significance for his 
puiposes. 

1. There seems to be little or no cause to hope that the sum total oj 
human ivants will ever be sated. Hearn, in his Philology^ has discussed 
this matter at considerable length. 

Certain very obvious and very important consequences flow from 
this characteristic of human wants. Here, in large part, lie the 
motives to acquisition and to progress. Here, in large part, is the 
why of the endless variety and increasing struggle of our modern 
industrial society. 

2. Provided no change occurs in the cotisumcr and provided time for 
physical recuperation from stimuli is not permitted, any single want is 
capable oj being sated. As added units oj the desired good are con- 
sumed, a continual diminution oj satisfaction per unit occurs. Sooner 
or later the point oj satiety is reached. Under the conditions here 
assumed the second unit of a good (say, an orange) gives less satis- 
faction than did the first; the third gives less satisfaction than did 

* Adapted by permission from Materials for the Study of Elementary Eco^wmics 
(Edited by L. C. Marshall, C. W. Wright, and J. A. Field), pp. 20-27. (The 
University of Chicago Press, 1913.) 
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the second, and so on to, and c\cn beyond, the point of zero- 
satisfaction. In many texts this faU is illustrated by some such 
diagram as that in figure A where the diminishing heights of the 




successive rectangles, from left to right, arc siipj)osed to rejiresent 
the diminishing amounts of satisfaction derixed from successive units 
of some good, in fgure b, the s<ime proposition is illuslraled by a 
“curve of descending utility,”' instead of separate rectangles. 

Naturally, so far as we consciously distinguish the dilferent 
intensities of different wants, we tend to satisfy our most pressing 
wants f rst and, ecfually naturally, we tend to a[)ply our c\i)enditures 
to all our W'ants in such a way as to secure cijual marginal utility, 
so-called, from each. That is, we try to continue our consumption 
of no commodity so far that the last unit consumed affords less satis- 
faction than might have been secured by an ecjual expenditure for 
some other commodity. Here again an illustration serves us to good 
advantage. In the following table the Roman numerals 1 VI denote 
six different commodities, in the order of their im[)ortance to a given 
consumer. The Arabic numerals indicate the intensity of satisfaction 
to be derived from the consum])tic)n of the frst, second, third, or sub- 
sequent unit of each specified commcjclity. 

Assume, now, that the same expenditure is necessary to secure 
any one unit of any commodity. If, then, a person is in a position 
to secure only a single unit, he will, under the statcci conditions, pre- 
sumably take a unit of commodity I and derive a satisfaction of 10. 
How’ever, if twai units may be had, two units of I or one unit of each of 

’The term “utility” has here its cpnvcntional economic sense of capacity to 
satisfy want. 
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I and II oiTcr equal satisfaction. A person choosing three units 
would scItH t two units of I and one of 11. The fourth unit to be 
(h()S('ii niiglit be, indilTercntly, a third unit of I, a second unit of 11, 
or a unit of 111 -and so on. 



W’c must not permit the taldc to mislead us, liowcver. It is a 
dangerous illustration in two or three {)arti( ulars. If carried out to 
want X or XL it would seem to imjdy that the sum total of human 
wants could be sated, and this we know to be impossible. Again, 
if these figures were charted, the cui\'c of descending utility would 
come down at the same angle for all wants. 'J'his is of course not the 
case in actual life. 'Jlic (ur\c of utility obviously descends more 
rapidly in the case of cook-stoves than in the case of slices of bread. 
Another way of stating this is to say that desire is more elastic in the 
case of slues of bread than in the case of cook-stoves. Idnally, we 
must not -.lippose that an}'one can really measure satisfac tions in any 
siuh delinile way as is here assume(l in using the Arabic numerals 
It must be kept in mind that an illustration is not a demonstratioip 
and that a table or (hart used to illustrate one feature of a subject 
may be a faulty illustration of another feature. 

What ( on caiuenccs flow' from the above statements? A few of 
the conseciueiKcs arc here listed and the student is asked to show 
lunv and m/zy these conscciuences do flow. 

a) With an increasetl outj)ut of a given good its price tends to 
fall, other tilings remaining the same. 

h) If the output of se\eral goods should be increased at the same 
rate the prices might fall at dilierent rates. 

c) Dicersity or variety of expenditure occurs. 
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d) In part, here is an explanation of how it happens that a cer- 
tain amount of social energy is devoted to the production of good .r 
and a certain other amount to the produt tion of good y. In other 
words, here is part of the explanation of the distribution of land, 
labor, and capital among the various acti\ ities of society. 

3. The present estimation of the utility of a future yood is less than 
the present estimation of the utility of a ptesent yood, as'inminy no c hanye 
in cither quantity or quality of the yood. Jf you were asked whether 
you preferred to ha\e a unit of a today or three }ears hence, undfT 
the conditions above assumed, your decision would be to receiee it 
today. There arc uncertainties in life; you might not live the three 
years; your wants might change; three years hence is a ^‘long time 
ofT.” Of course, if .v is a bottle of grape juice, it might be pieferred 
three years hence as wine, but in th.it case a change in quality has 
occurred. Eciually, of course, if .v is now plentiful and you have 
reason to know that a; will be scarce three xears hence, }ou might 
vote to defer present consumption, but in that case a change in 
quantity has occurred. 

The proposition here before us has been illustrated by the follow'- 
ing diagram: 


Present Isstim.ition of Prisuit I'Atim.idon of 

Present Good 1 uturc (jood 



If this proposition be true, should w'C have reason to ex[)ect that 
society might have occasion to induce some of its members to save 
by paying them interest on their sac ings ? 

4. Our wants are often imposed upon us by the force of imitation and 
by social standards. The gregarious instinct is powerful. We move 
in herds. We buy hats and c lothing at E.aster. We buy extensively 
at Christmas. Teddy bears become the rage and as suddenly are 
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supplanted by some new fad. The tulip craze affects the industry of 
a whole country. And so examples without limit may be heaped up. 

The economist, however, is mainly interested in the economic 
consequences of these characteristics of our wants. Some of the 
consequences of this particular characteristic may be stated as follows: 

a) An explanation of the magnitude of some of our industrial 
phenomena. 

b) Great social saving through the economics of large scale pro- 
duction. 

c) Great social waste of machinery, goods, and established 
industrial and commercial connections when a shifting of taste occurs. 

d) A partial explanation of such phenomena as rush work, 
sweated industries, and overcrowding. 

e) A partial explanation of the growth of cities. 

5. Our subjective estimate of satisfactions is continually shifting. 
I may have in mind such a table of satisfactions as was used under 2, 
above, and a word from you, an advertisement read, a look at a 
show window, or any one of a thousand other things, trivial or impor- 
tant, may change the table. With the lapse of time the case is even 
more striking. We change as a result of every factor of our environ- 
ment, by education, by travel, by association, even by the very process 
of consuming goods. 

Since industry caters to wants, it follows that there will be a con- 
tinual shifting in industry and that a person engaged in supplying 
the means of satisfaction of these wants will assume risks and chances 
quite independent of the risks of climate, lire, or accident. It need 
not surprise us to find that men must be rewarded to induce them to 
incur these risks. 

In all the above, little was said concerning the why of wants. 
This is a problem for the psychologist rather than the economist. It 
is referred to at this point merely to emphasize the fact that the 
economist is making no arbitrary assumptions in this matter. Wants 
may be and are the results of instincts, reason, suggestion, habits, and 
a thousand other things. Be all that as it may, the significant thing 
for the economist is that motivation of economic actions is to be 
found in wants. The purpose of this survey is solely to cause the 
student of economics to feel that the curtain has been pulled aside 
and that a view has been given of some of the real forces actuating 
industrial society. 
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See also 5. Plow tJie Industrial System Works, 
loi. The Individual and tlie Gain Spirit. 

103. Human Motives in P'conomic Life. 

321. THE PRESSURE EXERTED BY THE CONSUMER 
A* 

Paradoxical as it may appear, in the highly developed commercial 
custom of the Enf^land of today the capitalist manufacturer stands at 
as great a relative disadvantage to the wholesale trader as the isolated 
workman docs to the capitalist manufacturer. Idrst, we have the 
fact that the manufacturer stands to lose more by failing to sell his 
product with absolute regularity than the wholesale trader does by 
temporarily abstaining from buying. To the manufacturer, with his 
capital locked up in mills and plant, continuity of cm[)lo)’ment is all- 
important. To the wholesale trader, on the other hand, it is com- 
paratively a small matter that his stocks run low for a short time. 
His unemployed working-cat)ital is, at worst, gaining deposit interest 
at the bank, and all he foregoes is a fraction of his proiits for the 
year. Moreover, as the wholesale trader makes his income by a tiny 
profit per cent on a huge turmner, any particular transaction is 
comparatively unimtwrtant to him. The manufacturer, earning a 
relaticcly large percentage on a small turnover, is much more con- 
cerned about each part of it. The disparity is no less great with 
regard to that knowledge of the market which is invaluable in bargain- 
ing. The manufacturer, even if he has a resident agent at the chief 
commercial centre, can never aspire to anything like the wide outlook 
over all the world, and the network of communications from retail 
traders and shipping agents in every town, which make up the business 
organization of the wholesale trader. 

Thus, when the manufacturer negotiates for an order, he is, 
within certain undefined limits, at the mercy of the wholesale trader. 
He is told that the price of his product is too high to attract customers; 
that the shopkeepers find no demand for it; that foreign producers 
are daily encroaching on the neutral markets; and, finally, that there 
has just come an offer from a rival manufacturer to supply the same 
kind of article at a lower price. The manufacturer may doubt these 
statements, but he has no means of disproving them. He is keenly 

' Adapted by permission from Sidney and Beatrice Webb, Industrial Democ 
racy, pp. 662-72. (Longmans, Green, & Co., 1902,) 
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alive to the fact that his brother manufacturers are as eager as he is to 
get the order, and some of them, he knows, are always striving to 
undercut prices. Unless he is a man of substance, able to wait for 
more profitable orders, or unless his product is a specialty of his own, 
which no one else makes, he is almost certain to be tempted, rather 
than lose the business, to accept a lower olTcr than he meant to. The 
price he has accepted can only work out in a profit by some lowering 
of the cost of production. 

liut we should make a mistake if we imagined that the pressure 
originated with the wholesale trader. Just as the manufacturer i^ 
conscious of his weakness in face of the wholesale trader, so the whole- 
sale trader feels himself helple.ss befoie the retail shopkeeper to whom 
he sells his stock. Here the inferiority is not in any greater loss that 
would arise if no business were done, for the retailer is impelled to 
buy by motives exactly as strong as those which impel the wholesale 
house to sell. Nor is it in any difference in bargaining power. In 
both these rcspcc ts the wholesale house may even have the advantage 
over llie shopkeepers. But the shopkeepers ha\e a closer and more 
up-to-date knowledge of exactly what it is that customers arc asking 
for, and what is far more important they can to some extent direct 
thi^ demand by placing, before the great ignorant body of consumers, 
one artic le rather than another, d'hey have, therefore, to be courted 
by the wholesale trader, and induced to push the particular “lines” 
that he is interested in. There is, however, yet another, and even a 
more active, cause for the weakness in strategic position of the whole- 
sale trader. There has been, for the last half-century, a constant 
tendency toward a revolution in retail trade. In one town or one 
district after another there grow up, instead of numberless litlle shops, 
large retail businesses, possessing as much capital and commercial 
knowledge as the wholesale house itself, and able to give orders that 
even the wealthiest manufacturers are glad to receive. Hence the 
wholesale house stands in constant danger of losing its clients, the 
smaller ones because they cannot buy cheaply enough to resist 
the cutting prices of their mammoth rivals, and these leviathans them- 
sehes because tiiey arc able to do without their original intermedi- 
aries. The wholesale trader’s only chance of retaining their custom 
is to show a greater capacity for screwing down the prices of the 
manufacturers than even the largest shopkeeper possesses. He is 
therefore dricen, as a matter of life and death, to concentrate his 
attention on extracting, from one' manufacturer after another, a 
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conliiuuil succession of )icu\\ discounts or special tciins of sonic 
kind, lliis, then, is (lie Uiii(Li:ncnla! ummui wliv the in.iiuiKh (ui n 
finds the wholesale tiader so idenlles. m taking' adxanta^a' df liu 
slmtc.cdc position, d hoiidi peilornnn- a senue of re.d economic 
ad\anta<tc to the coinnuini!\, lu' can onl} (onlinue to ('\ist hy a con- 
stant “sciuec/in-” of all ilu' other ae< nis m luodudion 

We come now to the kmt link in the diain, the (nmpeliii.m 
between retail sleapkeepeis to secure cu Idim m. J P ic (lu* -apci ioi i( \ 
in knowledpT and techni<al .skill U on the nde of the m i. but fhi 
i.s far outweiylied by the e\tq)lional fo i dom of the bu\er. d'h- 
s]iopkee[)er, it is true, is not bound to sdl an> p 11 ti- iilar .iilu le at an\ 
particular time. But he must, on pain ol bankiuptiy, attiait a 
constant stream of customer^ for hw uaies. d he (Ustomu, on the 
other h ind, is as free as air. 1 fe can bu> in one sl;(,p a. wdl .is in 
anotlu'r. Ife is not ewem bound (o bu\ at all, and m.ic .dct on, not 
onl}' without loss^ bait with a po'-ii i\ e s i\ my to his po. \a i i L’ nm 1 ^ 
in shod, be temided to buy, and to this end 1 dam t all the slioplvi eper's 
knowledym and cap.uity. iN'owy uitli leyaid to the viand luii of 
commodities, tlu' onl) way of tem[ainy llu* yre.it ni.iss of (onsimu’i , 
to buy is to olli'i the .ir tide at w h it the\ ( on adi i a low pi a e 1 leia e 
a shoj)keepcT is .ila.i) s on the look out lor some tliiny w hu h la* c .in sell 
at a lower [iiice than h.is hitheito been customar\y cir (hc.uur than 
his competitors aie sdliny it at. Compdilion between sC ijdcepem 
Ijccomes, therefore, in all sia h cases enliieK a m.itti r of c ul tnc; pi a i s, 
and tli(' old-fashioned, stead) -yn)my busine-s, uhu h om e contenti dl\ 
[Xiid whatever jiricc the wholesale tiader asked, is dii\en to look :is 
sharply after “cheap lines” as the keenest tr.idei. Idider themm in um- 
btances, it is easy to undeist.in.d how' the lexoluticm m retail ti.ide, to 
which w'e have alreadv referred, pi. us into the hands of theciutonua. 
The mammoth cst.dilishments, ha\iny a much lower iierunt.iye of 
workiiiiy expenses to turn over, aie able to s(dl at lower prices than the- 
small shops, and they natuially do tlidr utmost to attract cu tonaiu 
by widel)'ad\crti.siny their cheapness, ddie c ustomei s become u ed to 
these low prices, and insist on thcmi a.s the only condition upon whidi 
they will continue to patronise the survixin;^ smaller shops, ddiese, 
unable to reduce their workiipy exjienses, complain jiiteously to the 
wdiolesale houses, who are, as we have seen, driven to suj^ply them on 
the lowest possible terms, lest they lose tiieir custom altoyelher. 

We thus arrixe at the coiuumer as the ultimate source of that 
persistent pres.sure on sellers, which, transmitted through the long 
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chain of bargainings, finally crushes the isolated workman at the base 
of the pyramid. Yet, paradoxical as it may seem, the consumer is, of 
all the parties to the transaction, the least personally responsible for 
the result. For he takes no active part in the process. In the great 
market of the world he but accepts what is spontaneously offered to 
him. lie does not, as a rule, even suggest to the shopkeeper that he 
would like prices lowered. All he does — and it is enough to keep the 
whole machine in motion — is to demur to paying half a crown for an 
article when someone else is offering him the same thing for two 
shillings. It may be urged that he ought to be ready to pay a higher 
price for a better quality. As a matter of fact, consumers, whether 
rich or poor, do strive, in an almost pathetic way, after some assur- 
ance of specific quality that would reconcile them to pac ing the higher 
price. They recognise that their own personal experience of any 
article is too casual and limited to afford any trustworthy guide, and 
they accordingly exhibit a touching faith in “authority” of one kind 
or another. Tradition, current hearsay as to what experts have said, 
and even the vague impression left on the mind by the repeated asser- 
tions of mendacious advertisements, are all reasons for remaining faith- 
ful to a particular commodity, a particular brand or make, or even a 
particular shop, irrespective of mere cheapness. But to enable the 
consumer to exercise this choice, there must be some easy means 
of distinguishing between rival wares. It so happens that the bulk 
of the consumption of the community consists of goods which cannot 
be labeled or otherwise artificially distinguished. With regard to the 
vast majority of the purchases of daily life, no one but an expert can, 
with any assurance, discriminate between shades of quality, and the 
ordinary customer is reduced to decide by price alone. 


See also 252. The Decline of the Handicrafts. 

344. Competition and the Fate of Industries. 

347. What Marketing Methods Shall Survive ? 

B' 

[Notp:.— T he following is an outline presentation of factors bear- 
ing upon tlie economic choices of the consumer. In studying the 
outline, the student should work out illustrations of the propositions 
given.] 

'Adapted by permission from J M. Clark, “Economics and Modern Psy- 
chology,” Journal of Polilical Economy, XXVI (igi8), 161-65. 



INDIVIDUAL GUIDANCE OF ECONOMIC ACTIVny 837 


Guidance of Consumer’s Choices 

Self-guidance 

a) Grades of consumers’ interests 

(1) Interest in one commodity as compared to another 

{a) Choice commonly made outside the market environment 

{h) Commonly fortified by habit and less subject to sway of sales- 
manship than choice of rival brands 

(2) Interest in one brand as compared to another 

{a) Frequently reducible to standardized terms: price and objec- 
tive tests of quality 

{h) Less fortified by habit and more subject to sway of salesman- 
ship than choice between dilTerent commodities 

(3) Choice between buying a service and performing it one’s self 

(а) The chief case in which consumer has sufficient control over 
working time and output to bring “marginal disutility of 
labor” into play as an active factor in choosing whether to 
make a given purchase or not 

(б) Such work is a change from one’s main vocation, and likely 
to be more healthy than attempts to speed up in one’s regular 
“gainful employment ” This lends to balance low efficiency 
of unspccializcd work 

ic) Collective guidance may increase efiiciency of work in such 
“side-lines” 

b) Comparison of prices and of quality so far as that can be tested by 

objective standards 

(1) Incentive relatively weak 

(a) Not much money generally involved in any one purchase. 
Some have distaste for price-searching and avoid it as far as 
possible in ordinary purcluises, though not in contracts where 
getting a living is at stake 

(b) Exceptions: housewife’s pride in buying as a profession. 
Not universal. Success limited by lack of all divisions of 
labor. Sportsman’s or connoi.sseur’s judgment of qualities. 
Limited in scope and itself an expensive pursuit 

(2) Means available 

(a) Investigation previous to purchase. More effective as to 
prices than qualities, and chiefiy for large purchases of goods 
not often renewed. For other purchases preliminary inves- 
tigation is limited by trouble of carrying it out. This affected 
by location of shop and affects it in turn 

(b) Trial and error through repeated purchases; only obvious 
errors eliminated. Especially if new article may call for 
slightly new method of .using (eg., cooking food), consumer 
has no assurance of his being adequately forewarned or 


28 



838 


i 


INDUSTRIAL SOCIETY 


instructed. Habit tends to continued use of anything not 
actively unsatisfactory 

(c) Habit (necessary reliance of single consumers) fails to keep 
pace with changes in production and commercial conditions. 
Is fortified by consumer’s distrust of commercial channels of 
information, as he knows these are not disinterested 

(3) Particular quality-values. Health-value of food; accuracy of 
information; durability of a house, etc. 
c) Choosing between services of different kinds. More dominant in 

consumer’s work than in any other field of guidance 

(1) Range of choice limited by standardization of production under 
influence of economy of large output. Effects of this ? 

(2) Range of possible standardization of consumers’ wants increasing 
with 

(a) Growth of scientific knowledge (e.g., food-values, health- 
values, industrial effects of alcoholism) 

{b) Increasing dominance of social purposes resulting in regard- 
ing personal consumption as a means to definite social ends 
rather than solely as an individualistic end in itself; war the 
supreme example of this, but it appears, in less degree, in 
time of peace, e.g., prohibition and industrial efficiency 

(3) Fundamental method; trial and error acting around a core of 
habit and custom and often changing the personality itself, 
including the unforeseen crowding out of present interests 
and pursuits 

(4) Buying registers not average judgment, but may record moment 
of maximum susceptibility 

2 Commercial agencies 

a) Location of stores as a form of guidance of consumers 

(1) Businesses that concentrate versus those that scatter. Where 
each purchase is important enough to consumer to make him 
investigate brands and prices, dealers tend to concentrate; where 
the opposite is true they tend to scatter in search of quasi- 
monopolies of location 

(2) Consumers’ interest in access to all the various competitive 
brands. E.g., factor’s agreement viewed in this aspect is unde- 
sirable chiefly in the trades where dealers scatter so that con- 
sumer needs to find all brands in one shop if he is to have any 
easy way of comparing them 

(3) Attention-value versus “place utility” in store sites; taking store 
sites for public uses may result in transfer rather than destruction 
of a large part of their attention-value, and may even increase 
the total, e.g., effect of making a new park in a built-up section 
of a city 
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b) Advertising and salesmanship 

(1) Service of information 

(a) Identification of goods, value limited by uncertainty whether 
quality is maintained or not 

(b) An unnecessarily expensive method of getting this work done 

(c) Information given by salesmen has an irniiortant incidental 
attention-value in directing customers’ attention and inhibit- 
ing inconvenient inejuiries 

(d) For this very reason its value as information is discounted 
by customers 

(2) Stimulus or attention-value 

{a) A necessary and valuable economic service as a whole 

(b) Effects to some extent mutually inhibitory 

(c) Competitive gain in increasing it beyond the jioint of maxi- 
mum social gain ^ 

c) Determination of styles 

(1) Arc producers responsible for frequency of changes? 

(2) If not, their control of channels in which change is to run makes 
chiefly for regularizing of production by enabling producers to 
count on demand and inanufaLture tlicir goods in advance 

d) Printed matter as aid to consumer 

e) Professional sellers of guidance: doctors, etc. 

/) Industrialized housekeeping (hotels, apartment-houses, etc.) as substi- 
tutes for personal household management EtTect on consumers' desires 

Co-operative agencies 

a) Co-operative retailing as eliminating many cxi)cnsive features of com- 
petitive guidance 

b) Informal co-operative buying 

c) Co-operative housekeei)ing 

Public agencies: needed to make goc^d shortcomings which foregoing 
study has revealed in the work ol other agencies 

a) Pure-commodities laws 

(1) Information 

(2) Prohibition of harmful goods 

b) Standardization of consumption, especially in time of war when 
economy and changes of habits of consumption become necessary, 
and if unguided might endanger health. More standardization and 
control possible in temporary emergency than would be endured as 
permanent policy, since the standardized health-values become tem- 
porarily paramount, and are in unusual danger 

c) Education 

d) Playgrounds, public recreation centers, social betllcments, churches, 
etc., as agencies in formation of desires embodying social ideals and 
serving as offsets to guidance by pure commercial principles 
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5. Social standards 

a) Of prestige; display. Why do styles change so fast? 

b) Of moderation, good taste, and reasonable economy 

c) Of generosity and public spirit and other standards 

322. THE CONSUMER AND THE PRODUCER' 

The production of an article will present a far larger number 
of opportunities for change than its consumption, and there will be 
a greater likelihood that advantageous changes will be tried and 
adopted. A new idea of saving labour, the chance discovery of some 
new material, will be approved more readily than any suggestion for 
some new food, or an unaccustomed article of clothing. Tor, in the 
former case, the reasoning faculty is of nccessit) alive and operative 
to some degree, and the gain of the change can be realized experi- 
mentally, while in the latter case the reasoning faculty is hardly 
awake, and any novelty of consumption is af)t to ha\’e ai. initial 
barrier of natural aversion to overcome. 

But there is another reason for the easier progress of the pro- 
ductive costs. In proportion as work passes into the shape of an 
organised business, administered by an employer for proht, the control 
of any of its processes by primitive custom or taboo tends to disappear. 
For the rationalism involved in the profitable conduct of the business 
compels the employer to break any traditional barriers obstructing 
the adoption of profitable reforms. Though there are doubtless 
many reforms of the consumptive arts as humanly economical and 
profitable as any of the great industrial reforms, there is not the same 
concentrated motive of large immediately realized gains to urge their 
claims on any body of consumers. Not only are the gains from an 
improvement in production more immediate, more concrete, and 
more impressive, but the risks and inconveniences of the change are 
largely borne by others than the reformer, viz., his employees, or his 
shareholders. The consumer, on the other hand, has himself to bear 
all risks and inconveniences involved in the abandonment of an old 
article or method of consumption, or the adoption of a new one. 
Finally, it must be remembered that the actual risks attending an 
innovation are greater for the consumer. For the modern pro- 
ducer is a skilled specialist in the particular art of production in 
which he is engaged; the consumer is an unskilled amateur in a more 

‘ Taken by permission from). A. Hobson, Work and Wealth, pp. 111-13. (The 
Macmillan Co , 1914. Author's copyright.) 
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general art, possessing little knowledge and no effective power of 
organising for his self-defense. 

The fact that the monetar\^ profit of producers is tlie principal 
determinant of most changes in the nature of consumahles and the 
standards of consumption is one of the most serious soiines of danger 
in the evolution of a healthy social ecoin^my. The present excessive 
control by the producer injures and distorts the art of consumption 
in three ways, (i) It imposes, maintains, and fosters definitely 
injurious forms of consumption, the articles of “illth.” (2) It degrades 
or diminishes by adulteration, or by the substitute of inferior materi- 
als or workmanship, the utility of many articles of consum])tion used to 
satisfy a genuine need. (3) It stimulates the satisfaction of some 
human wants and depresses the satisfaction of others, not according 
to their true utility, but according to the more or less {)rofitablc char- 
acter of the several trades which .siij)ply th(‘^e wants. 

The prevalence of many of the most costly social c\ ils of our time, 
war, drink, gambling, prostitution, overcrowding, is largely attribut- 
able to the fact that their material or trade apj)lianccs are sources of 
great private profit. Such trades are the great enemies of progress 
in the art of life, and the rescue of the consuming public from their 
grip is one of the weightiest problems of our time, d'wo methods 
of defence arc suggested. One is the education and co-opeiation of 
.'onsumers. But while education m<i\ do much to clicck the con- 
sumption of certain masses of “illth,” it can hardly enable the con- 
sumer to cope with tlie superior skill of the specialist producer by 
defeating the arts of adulteration and deterioration whicdi are so 
profitable. Consumers’ Leagues can perhajis do something to check 
adulteration and sweating by the employment of skilled agents. 
But it will remain very difficult for any such private action to defeat 
the ever-changing devices of the less scrupulous firms in iirofitablc 
trades. The recognitijn of these defects of private action causes an 
increased demand for public protection, by means of legislative and 
administrative acts of prohibition and inspection. The struggle of 
the State to stamp^ut or to regulate tlic trades which supply injuri- 
ous or adulterated foods, drinks, and drugs, to stop gambling, prosti- 
tution, insanitary housing and other definitely vicious businesses, is one 
of the greatest of modern social experiments. Though the ])rotection 
of the consumer is in many cases joined with other considerations of 
public order, it is the inherent weakness of the consumer, when con- 
fronted by the resources of an organised group of producers, that is 
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the primary motive of this State policy. How far the State protec- 
tion is, or can be made, effective is a question too large for discussion 
heic. It must suffice to observe that the conviction that the private 
interests of producers will continue to defeat all attempts at State 
regulation in socially “dangerous trades” furnishes to socialism an 
argument on which there is a tendency to lay an ever-greatcr stress. 

323. DEFENCES OF THE CONSUMER* 

At the meeting of the American Economic Association in Wash- 
ington in December, 1911, Professor T. N. Carver, of Har\'ard Uni- 
versity, said: “It would be an interesting and illuminating statistical 
investigation if we could count and tabulate the agencies of ‘higli- 
pressure business.’ If we could arrange two columns of figures, one 
giving the niim])cr of courses of instruction on the psychology of 
salesmanship, the other giving the number on the psychology of resist- 
ing salesmanship; one giving the number of articles in business jour- 
nals on how to make sales or how to get orders, the other giving the 
number on how to avoid buying what you don’t want, or how to avoif! 
giving orders, the result would be illuminating. We should probably 
find a parallel to Guizot’s famous generalization regarding the relative 
efficiency at different historical epochs of the forces of attack and the 
forces of defense. In this case we should find the individual bent on 
defending his income and his meagre savings, while a great array of 
lorces is bent on attacking them. Just as gunpowder and cannon 
made the forces of attack superior, and changed the political con- 
dition of Europe, so now, wood-pulp paper, cheap advertising, and 
shrewd salesmanship are making the forces of attack stronger.” 

The consumer is the point of attack, either immediately or ulti- 
mately, in every advertising campaign for advertising goods finally 
sold at retail. And while we arc discussing metJiods of attack, is it 
not well to take stock of the consumer’s defense? What are the 
charactciistics of the consumer as a class which meet, and, in a 
measure, offset advertising and selling betterments? Space will not 
let us catalogue more than a very few: • 

(i) The consumer’s spending power is limited by his earning 
ability. He may develop, or have stirred in him, new wants, strong 
enough to make him work harder in order to earn more, but he cannot 

’Adapted by permission from P. T. Cherington, Advertising as a Business 
pp. 92-94, 1 16. (Doubleday, Pa^ge & Co., 1913. Copyright by the Asso- 
ciated Advertising Clubs of America.) 
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honestly spend more money than he earns, no matter how complicated 
his wants may become. This sets a final limit on consuming capacity, 
and sets a limit to the exercise of his will. 

(2) The strength of the consumer’s savings instinct determines 
the margin between liis earning power and his willingness to spend. 
The strcngtii of this instinct is only relative and here the consumer is 
vulnerable. Ilis “will to save” is ekL'^tic. 

(3) The “standard of living,” the ojunion of the clas^ to whicli 
tlie consumer belongs as to what may be e\])ected of him in the 
spending of his income, has its con-^tant elTeU on a civili/.cd man’s 
conduct, and this agaiii is relative and ojien to attack. 

(4) Price habits have tended to become fixed in many lines of 
retail business. The consumer has come to aicept an increasing 
number of set prices, and set pine intervals. Tlieie may be a few' 
places in this country where a man exjiects to find a necktie line regu- 
larly carried at some price other than 50 cents or $i or u[)ward, Init 
they arc few. And so it is with susjicnders, shirts, shoes, socks - al- 
most everything a man W'cais ceitam price habits have become well 
established. This puts competition in these lines on a basis of 
quality, or service. It makes purchase easy for the consumer, but 
it modifies the character of the advertising a})peal, as we shall see. 

(5) Buying habits are undergoing modification also. And these 
make another change in the advertiser’s position. With piiie 
“higgling” partly eliminated, and the whole problem of apiioal and 
sale based on quality and guaranteed satisfaction, the consumer h:is 
come to expect that goods can be bought without bargaining, d'he 
consumer certainly is safer in his purchasing, but equally certainly 
he is more careless. 

(6) And again there is the effect of the multiplicity of appeals 
licing made to the consumer. 'I’he individual consumer and the 
consumer as a class is appealed to from so many sides that the effect 
of no single appeal can be what it would if it stood alone. 

To sum up these consumer defenses wx find that, while the 
consumer, as an individual or as a class, may be led, stimulated, 
diverted, directed or otherwise influenced in buying, there are certain 
roughly ascertainable limits to the effects which may be expected 
to follow attacks on the will of the consumer, ddiere are certain 
limits beyond which his earning power will not let him go, there 
are others, less certain, beyond which he will not buy unless his 
saving impulses are stifled, there’ are social and commercial habit 
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barriers to consumer diversion, and, last of all, the appeals to the 
consumer may partly neutralize each other by their mere multiplicity. 

These few points, out of many which could be considered, have 
been presented in order to help us appreciate how much more than a 
mere market for goods is the modern consumer. As an object of 
advertising attack he is a complicated and varia])le composite under 
pressure from within and without. And there is scarcely an emo- 
tional motive, or an economic impulse with any influence on human 
action, which can be ignored with safety by the advertiser who wants 
to catch and hold him. 

Nor is the consumer inert. He has powers of resistance, and 
he is learning how to use them. Even leaving the supremely impor- 
tant problems of consumer psychology out of consideration, he has 
means at hand for taking advantage of any weakness in advertising 
plans. The consumer problems of the modern advertiser are not 
merely to discover buyers of goods and to exploit them. They are 
as intricate as war plans. 

324. WOMAN AS A DIRECTOR OF CONSUMPTION' 

Women still, in the main, establish a connection with the economic 
order through the family and the household. In spite of the increase 
in their gainful emj)loyment, analysis of the data shows that the aver- 
age length of employment is short, usually from the time of leaving 
school until marriage. It is only the occasional woman who retains 
or resumes gainful employment after marriage, and then usually 
because of some irregularity, such as the desertion, illness, or unem- 
ployment of the male breadwinner; or for a reason of a different type, 
unusual capacity or inclination for a definite gainful pursuit. To 
reiterate, tlieir main economic functioning is still in connection with 
tlie household. This may or may not be considered desirable. At 
any rate tlie arrangement has shown persistence. 

The economic activities or relations of the household form a 
natural complement to the existing industrial structure. The changes 
in the one are the result of the development of the other and its direc- 
tion. The rise of the factory system meant that the household sur- 
rendered one after another its productive activities to an outside 
agency — the business unit. The concomitant development of an 
exchange society, with production for the market— a price-controlled 
economy — meant also a separation between production and consump- 


‘ Prepared by Hazel Kyrk. 
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tion which could only be bridged over by a process of expenditure. 
The individual household remained the center for consumption, 
but production was no longer by the family for the family, or 
even by the women for the family. The age-long division of labor 
between men and women took a new form. The family now satisfies 
its wants, first, by a sale of highly specialized goods and services upon 
the market by certain members, and secondly, through a distribution 
of the resultant income by market purchases of the desired goods and 
services. The family welfare is affected both by the size of tlie income 
and the manner of distribution. 

It might be suggested that the change in the technique and organi- 
zation of production both complicated and facilitated the furUier 
process of securing satisfactions, which now became separate and dis- 
tinct. (i) It immensely widened the possibilities by the abundance 
and variety of goods made available. The consumer is not limited 
by what he can make or do alone, but has increased his output by 
co-operation with others and the use of mechanical devices. (2) In 
anotlier sense it widened the limits of choice. Customary production 
meant customary consumption. Free competition and individual 
initiative in production mean freedom of choice on the part of tlie 
purchaser. (3) The separation between the producer and the con- 
sumer made necessary the agencies and facilities for storing and dis- 
tributing goods, and gathering and disseminating information. 

Following out the implications of some of tlrcse suggestions might 
indicate some reasons for the emergence of a director of consumption 
—why the household as the center of this process needs a manager. 
The modern organization of production gave rise to the function of 
business manager. An interesting analogy might be worked out 
between the two. 

Granting the importance of expenditure in the sense of choosing 
and buying goods to be utilized by the household, to what extent has 
it been turned over to women ? There are various indications aside 
from individual observation that this has taken place to a considerable 
extent, (i) There is the testimony to the effect that in the well- 
regulated wage-earner’s family the weekly pay envelope is turned 
over to the wife for disbursement. (2) Again, notice the extensive 
use that dealers in consumer’s goods make of household journals as 
advertising media. (3) Significant also are the curricula and texts 
of modern schools of home economics with tlicir change of emphasis 
from drill in the household arts to household administration, involv- 
ing the selection of food, clothing, and shelter, and the theory and 
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practice of budget-making. (4) There is finally the widely accepted 
theory that our competitive consumption, the conspicuous consump- 
tion to win social distinction by display of wealth, has been largely 
delegated to women. 

Are women, then, if called directors of family consumption, 
responsible for the guidance of economic activity by their choices in 
the exercise of demand? In the first place, it might be inquired 
whether they are agents or principals in these transactions ? Do tliey 
determine policy or merely carry it out ? Probably they are neither 
entirely passive nor the main active force. As to the bases of house- 
hold policy several considerations might be briefly noted. 

1. All consumers are liable to be the victims of certain faults of 
the system, and are, as compared with the producer, in a weak bar- 
gaining position. Since the producer takes the initiative, he often 
creates the want and is under some pressure to deceive or to adulter- 
ate. Further the consumer suffers from lack of knowledge, and the 
scarcity of objective tests which she can apply or could afford to 
apply to a great variety of goods bought in small quantities. 

2. The art of spending for the household tends to be unprogres- 
sive, conservative, and largely non-rational. Some of the reasons 
that have been assigned are the individual, undifferentiated nature 
of the act, the lack of such standards as the profit test in industry to 
measure improvements, the lack of competition to weed out the 
inefficient, the slow development of the sciences such as psychology 
and physiology upon which progress in consumption rests, and the 
resistance to change which any institution which centers in the family 
shows. 

3. The final ends which are behind the choices and preferences 
displayed in the distribution of the family income could probably be 
summed up in the phrase, The family standard of living. The expen- 
diture is an attempt to serve those interests and promote those pur- 
poses which seem “necessary,” “worthy,” “desirable.” What they 
are is probably determined partly by tradition, custom, habit, sug- 
gestion, and imitation, and partly by “taking thought.” 

[Note.— The discussion of the part played by the consumer 
(demand) reveals something of the significance of the market function 
and market structure in our society. Some aspects of the market 
structure were pointed out in Selections 94-99.] 


See also 271. The Standard of Living. 
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C. Entrepreneurship 
325. SOME RESPONSIBLE AGENTS' 

1. The role played hy technical experts . — The making and dis- 
tributing of goods by the elaborate modern methods requires highly 
skilled direction. On the tedmical side the work is planned by, and 
executed under the supervision of, ci\il, mechanical, mining, and elec- 
trical engineers, designers, industrial chemists, ^‘efficiency experts," 
etc. These are the men who know how to extract raw materials, 
refine and manufacture them, devise and operate machinery, organize 
working forces— in sliort, the men who know how to secure the jirincipal 
efficiency of economic effort. By applying the results and the methods 
of science to the everyday work of the world, they have led the rapid 
advance in the technique of production of which we feel so proud. 

2. The role played by enterprisers.— Ilut in no country in the world 
are these technical experts allowed free scope in directing the work of 
providing material goods. Higher authority is assigned by the money 
economy to another class of experts, business men who arc skilled, not 
in making goods, but in making money. As an cmplo) ee of the busi- 
ness man, the engineer must subordinate his inteiest in mechanical 
efficiency to his superior’s interest in profitable investment. The 
chief role in directing what use shall be made of the country s natural 
resources, machinery, and labor is therefore played by its enterprisers. 

But who and what are these enterprisers? The classical econo- 
mists assumed that there stood at the head of the txqiical business 
enterprise a capitalist-employer, who prox’ided a large part of the 
capital invested, assumed the pecuniary risk, performed the work 
of superintendence,” and pocketed the profits. IMany enterprisers 
of this versatile type remain today; but the extraordinary growth in 
size and influence of the joint-stock company has given greater promi- 
nence to another form of business management. 

In such an organization it is difficult to find anyone who corre- 
sponds closely to the capitalist-employer. Certainly the typical 
stockholder, who takes no part in managing the corporation beyond 
sending in his proxies to be voted at the annual meeting, does not fill 
the bill. Neither does the typical director, who confines such atten- 
tion as he may give the corporation s affairs to passing on ejuestions 
of general policy, selecting officers, criticizing or approving thcii: 

‘ Adaoled by permisblon from W. C. Mitchell, Business Cycles, pp. 3^ 37 - 
(Ifniver^ity of California Press, 1913- Author’s copyright.) 
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reports, and the like. Finally, the general officers, dependent on 
the directors, remunerated largely if not wholly by salaries, and 
practicing among themselves an elaborate division of labor, have no 
such discretion and carry no such risk as the capitalist-employer. The 
latter, in fine, has been replaced by a “management,” which includes 
several active directors and high officials, and often certain financial 
advisers, legal counsel, and large stockholders who are neither directors 
nor officials. It is this group which decides what shall be done with 
the corporation’s property. 

In other cases, however, a single enterpriser dominates the cor- 
poration and wields full authority. Within the class of enterprisers 
there has gradually been differentiated a special set, which plays an 
exceptionally active role in guiding economic activity — promoters. 
The promoter’s special province is to find and bring to the attention 
of investors new opportunities for making money: new natural 
resources to be exploited, new processes to be developed, new products 
to be manufactured, new organizations of existing business enter- 
prises to be arranged, etc. But the promoter is seldom more than an 
explorer who points out the way for fresh advances of the army of 
industry. When an enterprise of his imagination has been organized 
and has begun operations, the promoter does not often retain the 
leadership for long. As permanent officers men of more cautious 
temper and more systematic habits commonly take command. 

3. The role played by lenders —The enterprisers, indeed, do not 
have unlimited discretion in deciding what use shall be made of the 
available resources, equipment, and labor. In matters of importance 
their decisions are subject to review by a higher court. For most 
business projects require the use of funds borrowed from banks, large 
capitalists, or from the investing public, and this fact gives the lenders 
an effective veto power over proposals which do not meet their 
approbation. 

Whenever an enterpriser applies to an individual capitalist to take 
an interest in some project, to a bank to discount his notes, or to the 
investing public to buy bonds, he must satisfy the lenders of his ability 
to keep up the interest and to repay the principal. Even when the 
applicant can provide collateral security for the loan, and obviously 
when he cannot, the lender’s decision depends largely upon his own 
judgment regarding the business prospects of the intended venture. 
To aid their officers in forming intelligent decisions, banks are coming 
to require applicants for loans to make on standard forms systematic 
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Statements of their financial standing and projects. In addition, the 
banks and the houses which grant mercantile credits subscribe to 
commercial agencies and maintain credit departments of their own 
for the purpose of collecting and classifying information about the 
business standing and prospects of their customers. Similarly, 
corporations which offer bonds or stocks for sale find it ad\isablc 
to publish advertisements and circul.irs setting forth their finan- 
cial condition, the purposes for width money is being raised, and 
the anticipated profitableness of the extensions in view. Affida- 
vits from certified public accountants, legal counsel, and consulting 
engineers are often appended to lend these statements greater force. 

The review of the projects of enterj)iTers by lenders, then, is no 
perfunctory affair. Nor is its practical inlhience upon the guidance of 
economic activity negligible. 'Ehere are always being launched more 
schemes than can be financed with the available funds. In rejee ting 
some and accepting others of these schemes, the men of money arc 
taking a very inllucntial though not a very conspi( nous part in 
determining how labor shall be employed, what products shall be 
made, and what localities built up 

Not all lenders, howe\cr, are able to make intelligent decisions. 
The great mass of small iiuestors and not a few of the large lack the 
experience or the ability to discriminate wisely betw'ccn profitable 
and unprofitable schemes. Many such folk put their money into 
savings banks, rely upon the advice of friends who are better ecjuipped, 
consult with their bankers, take counsel from the financial press, or 
follow what they suppose to be the lead of some conspicuous figure 
in high finance. Not being able to obtain from impartial sources or 
personal examination the data necessary for forming an independent 
judgment, they cannot work out their problems along strictly rational 
lines. Hence they are peculiarly subject to the influence of feeling in 
matters where feeling is a dangerous guide. The alternating waves 
of overconfidence and unreasoning timidity which sweep over the 
investment market are among the most characteristic phenomena of 
business cycles. Even those who arc looked to for advice are not 
wholly immune from the contagion of emotional aberration. It 
follows that the guidance of economic activity by the investing class 
is not strictly comparable with the intelligent review of plans by 
competent experts. 

A more vigorous and more intelligent leadership is exercised by 
the larger capitalists. They excel the investing public, not only in 
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means of securing information and in business sagacity, but also in 
ability to control conditions. The greatest lenders become perforce 
much more than lenders. Over the enterprises in which they embark 
large sums they must keep watchful eyes. They support the prices 
of their securities on the stock market, seek to maintain profitable 
connections with customers and financial institutions, keep informed 
concerning the business of competitors, arrange consolidations, plan 
dividend disbursements, and the like— in short, care for all the 
varied financial interests of the enterprises in which their fortunes 
and their prestige are at stake. On the highest levels of business 
success, indeed, tire functions of the investor and the enterpriser 
merge into each other. The great capitalist becomes a great pro- 
moter. He not only vetoes schemes, but forms them and sees that 
they are carried out. 

4. The role played by government . — A fundamental difference of 
principle sets off the role played by government in guiding economic 
activity from that played by business enterprises. While business 
enterprises aim ac making money, government aims at securing public 
welfare. 

Notoriously, this broad difference of principle is sadly blurred in 
practice. Even in the most democratic countries, public welfare is not 
always the ruling passion of the men elected to office. Besides, public 
welfare remains so vague a concept as to leave wide room for differ- 
ences of opinion about the relative value of rival policies proposed for 
its promotion. Moreover, among the citizens of a money economy 
the habit of applying pecuniary tests and accepting pecuniary stand- 
ards gives a strong commercial flavor to their very statesmanship. 
Finally, government is forced to pursue its social ends largely by 
business methods. It must count the cost even when it cannot count 
the gains of what it does in dollars, and by some shift it must raise a 
money revenue to defray its money outgo. But, after all the necessary 
qualifications have been made, it still holds true that in dealing with 
economic problems government keeps closer to fundamental issues 
than is feasible for business men. Government can consider what 
needs it is important to satisfy, while business men must consider what 
market demand it is profitable to supply or profitable to create. 

Were this difference of aim the sole difference between the public 
and private guiding of economic activity, society would probably be 
organized on the basis of state socialism instead of on the basis of 
money economy. But there is this further difference, that govern- 
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ment is far less efficient in pursuing its aim of social welfare than 
business enterprise in pursuing its aim of making money. The scope 
actually accorded to government in managing industr}^ has been 
affected no less by apprehension of this shortcoming than by apprecia- 
tion of government’s function as the guardian of common interests. 

The few services which are almost everywhere performed by 
government are services in which management for profit is deemed 
c|uite incompatible with public welfare. Schools run for profit would 
not teach the children of the very poor, sanitary bureaus run for 
profit could not force their services ujion communities which need 
attention, etc. Tlic longer list of scr\i(cs which in some [ilaccs are 
assumed by government and in others left to business enterprise fall 
mainly into four classes: undertakings like water supply, street cars, 
and railways which are most cionomically managed as monopolies 
and therefore open to the su^piiion of practicing extortion; under- 
takings like the management of fon'sts in which the community is 
interested in conserving sources of siijiply over a longer period than 
competing business enterpM">es think it prolitable to regard; under- 
takings like the improvement of ri\er^ and harbors, the reclamation of 
waste lands, and the building of canals in which the i)ros[)cc Is of profit 
are not sufficiently bright to attract the requisite amount of private 
capital; and undertakings like the salt, tobacco, mining, and lottery 
monopolies of Europe which are frankly exploited by government for 
the sake of raising revenue. 

Over a far wider field, government affects the guidance of eco- 
nomic activity by trying to prevent the pursuit of priv^ate profit from 
clashing with public welfare. Factories are required to a(lo[)t expen- 
sive safeguards for the benefit of their employees or patrons; they arc 
forbidden to employ the cheap labor of young children, to keep women 
at work more than eight hours a clay, etc. Alost of these regulations 
are negative in character; Imt government also attempts to direct 
business enterprise into undertakings which are claimed to be socially 
advantageous though unprofitable without assistance from the state. 
Protective tariffs upon imports, bounties upon the production of sugar, 
the ship subsidies, arc examples in point. 

Still more in general, the whole plan of raising public revenues 
and deciding public expenditures, the methods of providing for the 
public defense and maintaining domestic order, the monetary system, 
and even the form of political institutions; in short, everything 
government is and does, influences the direction of economic activity. 
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For the money economy is so flexible a form of organization that 
the prospects of profits and therefore the direction of economic activity 
by private initiative are affected by a thousand acts of government 
done for other than economic ends. 


See also 105-112 
139 - 
290. 
400. 
404. 


on The Apportionment of Productive Energy. 
Faulty Direction of Economic Activity. 

Trade Associations. 

What Government Is Now Doing. 

Modern Statements of the Functions of Govern- 
ment. 


326. THE ENTREPRENEUR AND THE CAPITALISD 

The entrepreneur class comprises the modern employers of labor, 
men of business, ‘^captains of industry.” It is much to be regretted 
that we have not a single English word which exactly fits the person 
who performs this office in modern industry. The word ‘'undertaker,” 
the man who undertakes, at one time had very much this extent; 
but it has long since been so exclusively devoted to funereal uses as to 
become an impossible term in political economy. The word “adven- 
turer,” the man who ventures, also had this sense; but in modern 
parlance it has acquired a wholly sinister meaning. The French word 
“entrepreneur” has very nearly the desired significance; and it may 
be that the exigencies of politico-economical reasoning will yet lead 
to its being naturalized among us. 

This function, then, of the man of business, middleman, under- 
taker, adventurer, entrepreneur, employer, requires to be carefully 
discriminated. The assumption that the capitalist is the employer, 
the employer the capitalist, is monstrously unreal. True it is that the 
employer should be a capitalist, that he should have possession of 
some accumulations, not only to guarantee the loans he contracts and 
the wages he becomes responsible for, but also to steady his own 
operations, lest he should act as one who has everything to gain and 
nothing to lose; true it is that able employers come to own an increas- 
ing share of the capital used in their increasing business, and that the 
larger their accumulations become, the greater the freedom and 
strength with which they conduct business. Yet it still remains that 
the employer is not an employer because he is a capitalist, or in pro- 

* Adapted by permission from F. A, Walker, The Wages Question, pp. 227- 
46. (Henry Holt & Co., 1891.) 
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portion as he is a capitalist. Of capitalists, under our modern organi- 
zation of industry, but a small minority employ labor; of employers 
few but use capital far in excess of what tliey own. 

Who, then, are the capitalists who are not employers of labor ? I 
answer, first, those who by age, sex, or infirmity are disabled from 
active operations, men retired from business, women of all ages, 
children and young persons of both sexes, the crippled and incompe- 
tent for whom provision has been made; these, in the order of nature, 
own a large part of the property of the world. If their wealth is in 
their own hands, they know their limitations, and do not undertake 
to employ it personally; if their wealth is held for them, the responsi- 
bilities of the trustee or guardian are incompatible with the ventures 
of manufacture or trade. Secondly, those who, from dignity and 
love of leisure, as is especially the case with men of inherited means, 
arc indisposed to increase their store by active exertions, but live upon 
their income; and those who are engaged in professions which do 
not allow the investment of their earnings. Idiirdly, the laboring 
classes, whether receiving wages or salaries, who are able, even out 
of scanty earnings, to make saxings which they are, from the 
nature of their industrial position, unable to apply personally to 
production. 

Small as are the individual contributions of this class to the loan- 
able capital of a community, the statistics of the savings banks show 
what is the virtue of a large multiplier. There might be added, per- 
haps should be added, to the vast aggregate of capital thus constituted, 
the accumulating profits of industries which are already full of capital 
up to the point of “diminishing returns,’^ where overflow must take 
place into newer branches of production. 

327. THE FUNCTIONS OF THE ENTREPRENEUR 
A* 

Adam Smith’s “profits of stock” included the general returns of 
the capitalist-employer. More recent writers have recognized that 
this person performs two functions, and receives a reward in each 
capacity. That which accrues to him as a capitalist is interest; and 
that which comes to him as an employer, or business manager, is 
known as entrepreneur’s profit. 

‘ Adapted by permission from J. B. Clark, “Profits under Modem Conditions, 
Political Science Quarterly, II (1887), 603-7. 
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An entrepreneur is, first, an industrial organizer; he directs the 
productive energies of other persons. If he be a manufacturer he 
divides and subdivides the labor of making a product, and assigns to 
each workman the part of the process to which he is adapted. The 
thing to be accomplished is prescribed; there is a certain article to be 
produced, and there is an accepted manner of producing it; and the 
routine function which first falls to the employer consists in directing 
the operation in its execution. He guards against wastes, impels 
workers to eficctive effort, and co-ordinates their labors. By his 
direction the work of many individuals is brought into organic unity, 
lie is the brain of a social organism; he docs its executive planning, 
and communicates to the muscles the motive impulses that set them 
at work and control their action. 

In this capacity the employer is the most important part of the 
personnel of the shop. He is a directive laborer. I'he outcome of his 
effort is a certain mechanical result, a transformation of matter. 
Directive labor, muscular labor, and machines together create 
‘Torm utilities”; they transform iron into implements, wool into 
cloth, etc., and in these changes of form lies the value that they jointly 
bring into existence. Employer and workman are thus far laborers 
together; what they get for their efforts is, in the broad sense of 
the term, wages; and the employer’s part is distinctively the wage oj 
directive labor. 

In addition to this there comes to an employer a return having a 
wholly different origin and nature; it is essentially mercantile. An 
employer buys, sells, and gets gain like any dealer on the street. The 
business operations of a woolen manufacturer do not begin with wool 
in the sorting room and end with goods in tlic storehouse. He 
must obtain the wool from dealers, and must hand the goods over 
to purchasers. The mechanical part of his business is completed at 
the mill and by the working organism of which he is the head; the 
mercantile part extends into the world and brings him into connection 
with other producing organisms. In this particular exchanging 
function the workmen have no part; the employer only is recognized 
in the market as the buyer of materials and the seller of goods. 

The buying of raw materials, however, does not end the employer’s 
function as a purchaser; there is something more to be acquired if he 
is to become the valid owner of the product. Into the finished goods 
there enter other elements than raw materials, and these must be in 
part acquired by purchase. Within the mill itself there are titles to be 



INDIVIDUAL GUID^VNCE OF ECONOMIC A( 


855 

transferred. Day by day, hour by hour, as the manufacturing goes 
on, new utilities come into existence. Every turn of the engine 
results in more cloth, more yarn, more carded wool, etc. The utilities 
thus created have definite values; unfinished goods mav not be 
immediately salable, but the employer would know how to nite them 
were he to take an account of stock. Every step in the process that 
brings them nearer to the condition in which they can be placed upon 
the market adds something to the value of the crude materials with 
which the process began. These increments of utility are jointly 
created by three agencies: directive labor, muscular labor, and 
machines. This determines their ownership; they belong, in undi- 
vided share, to the director, the workmen, and the furnisher of 
machines, or the capitalist. 

Now the essentiid fact is that the employer buys out his partners 
in the producti\ c opcr.ition. lie pays for the share of the workmen in 
wages and for that of the capitalist in interest, and acquires thereby 
a title to the utilities created in the mill. As the raw material is his 
from the outset, he ends by becoming the owner of every element of 
the product. In his own name he may [ilacc the goods on the market 
and get what he can for them. 

The function of the eiurepreneur as such consists, therefore, in 
two operations, the one mechanical and the other mertantile; he 
directs a productive process, and he buys the elements that enter into 
the product and sells them collca ti\'ely in the product itself. In the 
one capacity he is a laborer and receives a higher variety of wages; in 
the other capacity he is a merchant and receives a margin of diflercnce 
between what he pays and what he gets. I'he finished goods are 
supposed to bring in the market more than the cost of all the elements 
that compose them. 

The general wage of business management constitutes one of the 
preferred claims on the returns of business; it must be deducted from 
them before final profits can be computed. Ordinarv^ wages constitute 
another preferred claim, interest a third, and the cost of materials a 
fourth. If, to avoid intricacy, we group taxes, all forms of insurance, 
and incidental expenses as a fifth claim, the sum of these five amounts 
will represent the total cost of acquiring the title to a product. In 
selling the product for more than this sum-total lies the employer’s 
chance of ultimate gain. Pure profit is the return of simple ownership. 
It is free from all admixture of wages and of interest. It accrues to 
him who simply extends the aegis»of civil rights over the elements of a 
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product, and then withdraws it in order that the product may pass 
into other hands. The entrepreneur or assumer is he who takes upon 
himself the responsibility of ownership. 

That the capitalist, the manager, and the owner of the product 
may at times be one and the same person does not affect the analysis; 
the three functions are distinct, and the rewards attaching to them 
are equally so. The growth of corporations tends in a practical way 
to separate these functions. Capitalists are here a body of stock- 
holders, bondholders, and business creditors; managers are a body of 
salaried officials; while entrepreneurs, in the limited sense of the term, 
are the stockholders. Pure profit resides in the portion of the divi- 
dends that is in excess of current interest on the paid-up capital. 


[Note. — The following is an outline presentation of factors bear- 
ing upon the economic choices of the entrepreneur. In studying the 
outline, the student should work out illustrations of the propositions 
given.] 

Guidance of Entrepreneur’s Choices 

I. By the entrepreneur himself 
a) General considerations 

(1) Effect of entrepreneur’s guidance best seen by comparison of 
personal entrepreneur, corporate entrepreneur, public manager, 
co-operative manager, and independent civic associations, 
throughout following treatment 

(2) How affected by range of alternatives open to him 

(a) In general, alternatives open to entrepreneur represent a sur- 
plus over minimum needs, in contrast to those open to labor, 
which may represent a shortage 

{b) After committing one’s self to an enterprise, range of alter- 
natives less favorable 

(c) Most efficient policy for business as a whole may not be open 
to a single entrepreneur, e.g., best location for any one produce 
jobbing house is near the others, even if they are not in the 
best place for the trade as a whole. Intelligent individual 
decisions will not prevent perpetuation of location that has 
become uneconomical 

(d) Individual may avoid costs which the community still has to 
bear (e.g., discharging a misfit workman versus finding a 

^Adapted by permission from J. M. Clark, “Economics and Modem Psy- 
chology,” Journal of Political Economy^ XXVI (1Q18), 152-60. 
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place where he will fit. Society must do the latter in any 
case, or sufTcr the greater loss of the workman’s degenera- 
tion — a loss not confined to the workman himself) 

(3) Motives: entrepreneur not below the average in sympathy, 
group loyalty, moralty. Above the average in emotional enthu- 
siasm for work as such and readiness to assume positions of 
responsibility. Justification for regarding him as primarily 
governed by calculating self-interest chielly due to situation in 
which he operates 

b) Calculation of prices, qualities, performances, costs, etc. 

(1) Entrepreneur has greater interest in accuracy than consumers and 
others, because his entire income may hinge on a narrow margin 
between expense and income of business, especially if competition 
is active 

(2) He has resources, if his business is a large one, to make expensive 
studies. Disadvantage of small producer may be made good by 
co-operative action 

(3) Limitations of cost accounting: expense, impossibility of adapt- 
ing one formula for apportionment of overhead items to varied 
requirements of shop policy, marketing i)olicy, large versus small 
increments of business, short-time versus long-time increments, 
plant running part time versus plant running at full capacity, 
labor policy, etc. Need of business statistics, rather than mere 
accounting formulas, for apportioning general items of expense. 
Such work most economically done by an agency covering many 
plants and many industries. Peculiarly inadequate is knowledge 
of costs and values of employment departments, labor turnover, 
and labor policies in general 

c) Finding the “best proportion of factors” (subject to limitations men- 
tioned above) 

(1) Process largely one of imitation and custom modified by trial and 
error, with competition weeding out the worst mistakes 

(2) Imitation and custom strongest in small-scale industries, compe- 
tition weakest with small local producers and very large-scale 
industries 

(3) No hard and fast line between quantitative changes in proportion 
of factors and qualitative changes in methods, since to use labor 
and capital efficiently in unfamiliar proportions capital must be 
put into unfamiliar forms and labor trained to unfamiliar processes 

d) Innovations 

(i) Technical innovations 

(a) Results largely determinable by experiment 

(b) If the process cannot be used by all, its productive efficiency 
is limited 
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(c) If the process must be granted freely to all, the originator 
has no reward and other possible originators no incentive 

(d) Patent system: Term of patent not proportional to life of 
commercial value of invention. High cost of protection 
against infringement may lead to unduly small reward. 
Ownership of many patents may deprive public of advantage 
of power to substitute second-best processes and so lead to 
unduly large reward. Collective research on salary basis 
as substitute. Difficulty of determining value of contribu- 
tion. Failures contribute to knowledge on which ultimate 
successes are built 

(2) Innovations in commercial and business organization 

(a) Private possession of resulting gains is partly secured through 
business reticence, and through the time and effort necessary 
to adapt one man^s methods to another man’s business 
Secrecy seems on the decrease (commercial associations pro- 
mote frankness and realization of joint interest) 

(b) ICxpciimenting more costly since not confined to laboratory 
or testing department. Hence collective research a pecu- 
liarly valuable method in this held. If every producer has 
to care for his own industrial researches, small producers are 
at a much greater disadvantage than if some collective system 
is used. I’hus in critical cases the establishment of a good 
system of co-operative or public research may prevent the 
savings of large-scale production from going so far as to estab- 
lish a “natural monopoly” 

(c) The gain or loss whic'h improvements bring to society include 
many things which do not figure in the financial calculations 
of the business men who make the improvements. Technical 
revolutions make obsolete many business customs, legal doc- 
trines, and other institutions. Labor contracts become com- 
plex because they must specify dehnitely many things which 
might otherwise be ignored with the understanding that they 
would be settled according to the custom of the trade. 
Laborers must delegate specialists to care for these increas- 
ingly complex contracts, and this is expensive; also they are 
forced to depend upon the honesty and loyalty of their 
specialist-agents, who are not always worthy of this trust. 
Modern manufacturing methods make it harder for the con- 
sumer to judge the quality of goods, and the qualities may 
change so imperceptibly, yet so quickly, that consumers’ 
habits and customs of consumption cannot be relied on. 
The consumer needs expert help in this matter, including the 
services of scientific laboratories, and this is a heavy expense. 



INDIVIDUAL GUIDANCE OF ECONOMIC ACTIVl/v 859 

Changed mctliods of production bring changes in the sanitary 
conditions of shops, and changes in the character of the 
fatigue and nervous wear and tear on the workman. These 
bring with them possibilities of damage to physical and men- 
tal health which the workman liimsclf cannot foresee and pro- 
vide against. In general, with the indiisliial change carried 
on by scientific specialists, laborers and eon^umers need otluT 
scientific specialist^, to help them protect their interests in 
the changed conditions created. 

c) Judgment of efficiency of siiboiduiatcs 

(1) Value and limitations of formal tests 

(2) Methods of informal judgment 

0 The corporation as an economic man. If corporation is to act with 
calculating selfishness a corporation, directors and otficers must ad 
with perfect loyalty as persons in the idles assigned by their [lositions 
In proportion as corporations dominate business, cconomiis bcaomes 
the science, not of self-interest within the law, but of loyalty beyond 
what the penalties of law can enforce 

(1) Devclojiment of codes of intra-corjiorate honesty 

(2) Competition as a huce in this direction weeding out the badly 
managed enterprises 

(3) Types of business affording opportunities for profits through dis- 
loyalty 

(a) The very profitable. Will stand some looting without going 
bankrupt 

(/;) The very unprofitable, d'he only chance for a big [lersonal 
profit here is by looting the (orporation while there is still 
something to loot 

Hy other agencies under commercial incentives 

a) Internal (see cost-accounting and innovation, above): routine records 
versus crcatice work. Information of value only to one entrepreneur 
versus information of value to trade as a whole -eg, routine account- 
ing. Though a form of guidance, its prinuiry value is inalienably 
private, and private cntcipn^e secures this service with reasonable 
adequacy, (mntrast the devising of the best arcounting system for 
small-scale industry; essentially a joint or tmblic interest 

b) Specialists in new services, biwiness baromctrics, technical and com- 
mercial periodicals. Value limited by reticence of business men from 
whom information must be obtained 

c) Advertising and selling services: since the entrepreneur is able to 
take care of his own interests as purchaser, sellers are compelled 
to rely chiefly on verifiable information, hence less w'asteful than 
selling to consumers. This , less true of selling to small-scale 
[iroducers 
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d) Other ways of attracting customers 

(1) Railroads’ industrial departments 

(2) Inducements offered by local bodies to attract industries to their 
town 

3. Informal co-operation of entrepreneurs 

a) Contact in trade and technical associations 

b) Codes of fair dealing 

4. Formal co-operation of entrepreneurs 

a) Exchanges with rules of trading, etc. 

b) Grading of goods (also done under public control) 

c) Information services of co-operative associations, agricultural 
especially 

d) Co-operative buying, chiefly agricultural 

5. Outside non-commercial agencies chiefly acting from civic motives 

a) Economic and industrial research 

b) Mediation in labor disputes 

c) Educative effect of political propaganda in attracting attention to 
unprotected social interests 

d) Education in general: its best service in this matter is to develop 
in business men and others a lively sense of the remote effects of busi- 
ness policies, and a bias toward treating these effects* as they would 
if the people affected were acquaintances and the effects were visible 
and immediate 

e) Public agencies 

(1) Fundamental legal institutions (forms of restraint rather than 
guidance of free choices) 

(2) Services of value to employers as a group and not adequately 
cared for by limited resources of single employers 

(a) Experimental and publicity work in agriculture 

(b) Testing done by Bureau of Standards 

{c) Consular service and possible enlargements of such functions 
(d) Improving conditions in which buyer and seller meet, e.g., 
public wholesale markets 

(3) Research in means of furthering interests which single employers 
do not have adequate financial incentive to protect 

(a) Safety studies, e.g., Bureau of Mines 
{b) Unemployment studies 

(c) Studies in effects of adulterations 

(4) Work combining features of (2) and (3). Standardization of 
methods of dealing with labor, studies of causes and costs of labor 
turnover, etc. 

(5) Control of conditions of bargaining, of location of industries (e.g., 
city zoning and city planning), etc. Forms of restraint rather 
than guidance of free choices but made necessary by blind spots 
in entrepreneur guidance 
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328. IS THE ENTREPRENEUR ACTIVE OR PASSIVE?* 

The elements in the cost of a product are i)rimarily determined by 
conditions over which the employer has no control. 

Interest is determined by ccjually general conditions and is uni- 
form to all borrowers who furnish equal guaranties for the certainty 
and promptness of their payments. The cost of raw materials is 
determined in a market that is somewhat more limited; it is gauged 
by the transactions that take place between the industrial group that 
produces it and the several groups that use it. This market is broad 
enough to be beyond individual control. 

The cost of the labor of management is subject to more disturbing 
influences than almost any other economic element; and general 
statements concerning this item of outlay need to be made with 
adequate reservations. Personal relations may make a particular 
salary abnormal. I he principle that tends to determine the wage of 
business management may be formulated, and, with due caution, 
applied; it is fixed in a general market for labor of a given intellectual 
and moral quality. 

Rates of insurance and taxation are governed by impartial 
rules. The elements that constitute the cost of a product to the 
man who is to own and sell it are fixed by conditions which he 
cannot change. 

His returns are equally beyond his control. The price of his 
product is adjusted in the open market by transactions between the 
group to which he belongs and the carious groups that contain his 
customers. The adjustment is similar to that which governs the 
price of raw materials. Pure profit is the difference between this 
uncontrollaljlc amount and the sum of the equally unconlrollalfle 
amounts disbursed. The reward of the entrepreneur in his capacity 
as owner of a product comes to him, as rain from the clouds, through 
the action of forces lying beyond the range of his dominant influence, 
lie has nothing to do but to receive it. He mu^t accept what comes 
into his treasury, and submit to what goes out of it; the difference, 
which is pure profit or loss, is fixed without appeal. 

In his other capacity, that of manager, the entrepreneur is not the 
helpless creature of fate. His fortune is largely in his own hands. 
Moreover, the fortune of the owner is, in a negative way, entrusted 
to the manager, who can always mar it, though he cannot always 

* Adapted by permihsion from J. B. GHrk, “ProOts under Modern Conditions,” 
Political Science Quarterly, II (1887), 607-9. 
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make it. In a study of profits it needs to be assumed that the shop is 
running under competent direction; otherwise, under modern con- 
ditions, it will quickly pass from the industrial field. Materials 
must be well selected, the working force well handled, and the 
goods rapidly and safely marketed, or the pure profit will become 
a negative quantity, and the business will be terminated. There 
are transient conditions in which mediocrity may for some time 
hold its place; but the sword is over its head from the outset, and 
will fall in due time. 

See also 5. How the Industrial System Works. 

100. The Enterpriser. 

104. Some Shortcomings of Self-Interest. 

199. The Entrepreneur as a Risk Taker. 

370. Property at Its Zenith 

D. The Financier 

329. THE FUNCTION OF THE BANKER' 

The primary function of the commercial banker is that of a broker 
and dealer in money. It is his mission to provide money for those who 
need it — to keep it for hire, just as a livery stable keeper keeps horses 
and carriages for hire. The fact that money can be had at a bank 
diminishes the necessity that an individual should keep it, just as the 
fact that bread can be bought at the baker’s and carriages hired at 
the stable obviates the necessity that every individual should keep 
a large store of bread and his own carriage to guard against any 
possible need for them. 

From the fundamental function of the banker as a keeper of 
money on hire arises his auxiliary function of gathering up the money 
of the people in order to reduce the stock of idle money in their hands 
to the lowest limits and to thereby insure the greatest economy in 
the investment of the capital of the community in actual currency. 
Hence it comes that the banker solicits the deposits of even the 
smallest owners of money, that he may combine these small holdings 
into amounts large enough to be used profitably in loans for carrying 
on important business enterprises. 

It is in distributing between depositors, borrowers, and his own 
vaults the money entrusted to him by depositors in such a manner that 

' Adapted by permibsion from C. A. Conant, “The Function of the Banker,” 
Quarterly Journal of Economics, XVII (19C52-3), 479-86. 
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he shall always be able to repay it according to his promise, that the 
most delicate and important function of the banker arises. It is in 
the execution of this function that (he modern banker lias become the 
arbiter of tlie direction of iinestment, the organization of industry, 
and even of the fate of nations. Singile as the process is liy which the 
banker transfers to others the stored pureh.ising power which he has 
gathered up in small deposits from his tustomers who ha\e aciiuircd 
gold or the right to command gold, it is his selection among these 
borrower^ whi( h determines the entire course of the industrial [irogress 
of a nation. I’he powerful banker has acquired not onl} the command 
o\cr the j)urcliasing power of others, but he has irnjxiited sm h confi- 
dence everywhcie in his ability to fullil his promises to pay metallic 
money on demand whence er the dianand is made upon him to [)ay 
one of his promises that his nu're endoisement of a promise or his 
mere acceptance of some other pemon’s jiromise becomes as potent 
in his hands as the tender of gold in the hands of others. 

Hence it comes that the great banker, in the financing of impor- 
tant enterprises, can by a word dc'teimine whethcT a given project 
shall su( coed or fail As the master of unin\ e^(c<l capited, he is the 
final judge, from whose decision theie i. no appeal, of the direction 
in which ca[)ital sh.ill be ajiiilicsl to industry. In c\ery growing com- 
munity much of the leal burden of deciding upon the course of its 
future des'elopment, miiLh of tlu' real credit for this dcwelopment, 
lies with the banker. 

The fertility in the deal ion of new cntcipriM^s in modern eco- 
nomic society is one of the natural results of the transferability of 
capital which is promoted by the banking s\steni. It is the banker 
largely who determined the dina tion of industry by his willingness 
to make loans to industries which are [)ro(itablc because they arc 
meeting a demand and by his withdiawal of loans from industries 
which arc ceasing to be profitable because of overproduction and 
diminished demand. 

From this function of the banker in the use of credit naturally 
opens the vista of the great pow'cr which he exercises under modern 
conditions in the consolidation of industries, the W'ecdingout of worn- 
out institutions, the comlnnations of raihva\s and steamship lines, 
and all the other steps which haxc been taken within a decade to 
promote the economy of effort and the eflicicncy of industry. The 
banker’s has in some of these cases been the originating and pro- 
ductive mind wFich has discovered the opportunity for these 
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combinations and brought together the discordant elements necessary 
to make them succeed. The best type of banker, however, does 
not usually act directly as a promoter. He leaves it to others to 
present such projects for his consideration, and sits in impartial 
judgment upon their value in the economy of society. 


See also ii6. The Role of Many in Economic Organization. 

128. Various Services of Banks. 

129. A Classification of Banks and Types of Banking 

Operations. 

130. Investment Banking. 

13 1. The Services of Bond Houses. 


330. THE UNDERWRITER^ 

One means of floating an issue of securities is to dispose of them 
through the agency of banking and brokerage houses. In such 
cases the financial houses may not merely undertake to sell the 
securities, but may make themselves responsible for the success of 
the sale. One method of so doing is by agreeing to take for them- 
selves, if no other purchasers are found within a specified period, all 
of the unsold portion of the issue at a certain agreed price. Thus the 
issuing corporation is relieved of part of its risk and the buyers of the 
securities are made to feel that well-informed financiers have faith in 
their value. This process— modified more or less, as described later— 
is known as underwriting. 

Advantages of underwriting to the corporation . — There are several 
reasons why banking and brokerage houses may properly carry on 
this business of financial underwriting and why the business is usually 
profitable both to themselves and to the corporation which issues 
the underwritten securities. In the first place, the bankers are 
presumably experts in the valuation of securities. Their judgment 
as to the price which should be set on a new security or as to the 
terms of exchange, if the new security results from a conversion of an 
old security, is a valuable, authoritative judgment. In the second 
place, the bankers are also experts in selling securities and each house 
involved in the underwriting usually has an established clientele to 

* Adapted by permission from W. H. Lough, Corporation Finance, pp. 256-66. 
fDe Bower-Elliot Co.. looo. Author’s copyright, 1917.) 
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whom it may readily dispose of almost any securities that it recom- 
mends. The corporation, on the other hand, has no facilities what- 
ever for selling slocks and bonds; its activities are in the field of 
transportation, or industry, or trade, not in finance. 

Two further reasons are even more potent in inducing corporation 
managers to have new security issues underwritten. First, even 
though the corporation can obtain expert financial advice and is reason- 
ably sure to make a success ultimately of the sale of any securities 
it puts out, yet the time that will ela|)sc before the sale is com- 
pleted and the money received is always untertain. Now the cor- 
poration ordinarily would not be trying to sell new securities if it did 
not need money at once or in the near future. It is disastious to the 
success of many industrial or commercial operations to hold them in 
abeyance until the tedious process of selling a large block of bonds 
or stocks is comjilctcd; yet it is dangerous to go ahead so long as the 
sale is incomplete. The second reason is that the credit of a corpora- 
tion is seriou:3ly affected by any ap[)arent inability to market its 
securities. One failure — or even a success that is too hard-won — 
would hamper the corporation greatly both in getting loans and in 
making future sales of stoik. 

Advantage to the buyers of securities . — There are telling advantages 
to the buyers of securities also in having them underwritten. Repu- 
table banking houses never sell securities until after they have been 
satisfied by a scare liing investigation that the securities are all that 
they are represented to be. 

Another advantage to the buyer is that he may be sure that the 
whole security issue has been sold by the corporation. A half-sold 
issue is a sign of weakness and a hindrance to the completion of the 
corporation’s plans .so .serious as to reduce the value usually of the 
portion that has been sold. 

A third advantage to the buyer is that any reputable banking 
house will watch closely any security that it has underwritten, and 
will come to the assistance of the security-holders in case the corpora- 
tion later gets into difficulties 

When is underwriting advisable?— li must not be inferred that 
every new stock or bond issue ought to be underwritten. Small 
issues, say $500,000 or less, can usually be sold to a comparatively 
small number of investors by direct solicitation on the part of the 
corporation. Then again, well-gstablished, successful corporations 
frcQuently sell new stock or bond issues to their stockholders at 
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to make them succeed. The best type of banker, however, does 
not usually act directly as a promoter. He leaves it to others to 
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is known as underwriting. 

Advantages of underwriting to the corporation . — There are several 
reasons why banking and brokerage houses may properly carry on 
this business of financial underwriting and why the business is usually 
profitable both to themselves and to the corporation which issues 
the underwritten securities. In the first place, the bankers are 
presumably experts in the valuation of securities. Their judgment 
as to the price which should be set on a new security or as to the 
terms of exchange, if the new security results from a conversion of an 
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* Adapted by permission from W. H. Lough, Corporation Finance, pp. 256-66. 
fDe Bower-Elliot Co.. looo. Author’s copyright, 1917.) 
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The third t\'pc of s}n(lltatc comc.^. into existence when a large 
banking house has bought for itself a big selUIit^' issue and wishes to 
distribute the risk. In such a case the oiiginal undei w riter fre- 
quently calls upon other banking houses and upc^n in<li\iduals to 
take portions of the issue at prices low enoiigli to be attrai ti\e. 

The fourth type of sendu ate a( ts as a unit in making a contract 
for the purcliase of an issue and jiools the sale of the stock or bonds. 
1 he chief dilTereiue between the third and fourth t\pes lies simply in 
the fact that the S)'ndicate memliers deal directU' with the cor^iora- 
tion, not with a banking house. 'J'hey thus secure for themselves 
all tlie profits of the underwriters Such a svnduale is always man- 
aged by some one house or indixiclual ha\ing complete authority. 

The pooling arrangement abene described, although it secures 
centralized and ellicient management, is apt to prove unsatisfactory 
in that it does not bring into |)Iay the whole selling machiner\' of the 
various sAiidiiate membeis. l-oi this leason it has bcaome moie and 
more customary of late Acars to distiibute the securitv issue among 
the members of the scndicate. 'Fins is the lifth t\pe of an under- 
writing s}’ndicate. Strictly spe.iking, of course, the distribution of 
securities is not an underwriting in any sense, but a sale. It is a 
sale at a special price, howewer, made under certain restiictioiis and 
designed to serve exactly the same [lurjiowi as true underwriting; 
the term therefore is freely applied to it in the Street. 

331. Tills I>ROMOIKR> 

The Jundion of a promoter . — A promoter is a man who organizes 
a new business and sets it going. The business need ncA necessarily 
take the form of a corporation. It may be handled as a partnership 
or a joint-stock company. 

The promoter is necessary because the great mass of the funds 
used in larger corporate enterprises is passive; that is to say, the 
owners of investment funds arc not primarily engaged in buying and 
handling business enterprises. They wait until a good proportion 
is presented to them. The function of the promoter, therefore, is to 
bring his proposition to the attention of the owners of funds in such a 
manner as to arouse their interest and confidence and induce them 
to buy the securities of his new corporation. 

* Adapted by permission from W. H, Lou^h, Corporation Finance^ pp. 154-58, 
167-70. (De Bower Elliot-Co., 1909 Author’s ropyright, 1917.) 
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** Discovery” of a proposition , — A promoter in handling an enter- 
prise has three separate tasks before him. First, he must “ discover ’’ 
his proposition; second, he must “assemble’’ it; third, he must 
“finance” it. 

The discovery of a proposition docs not mean simply to find it, 
but includes a thorough investigation into all the surrounding con- 
ditions, and the solution in advance of all the dillicult problems that 
are likely to arise in its development. Let us suppose, for instance, 
that a new invention which looks good on the surface is brought to the 
attention of a promoter. If he understands his business he will 
first of all examine critically every point that points toward the 
invention’s success or failure. He will find out whether it is patented 
and just what features the patent covers. Next, he will consider 
whether other devices are in use which perhaps accomplish the same 
purpose as well or nearly as well as the invention. After making 
sure that the invention is what it purports to be, he will consider the 
possible markets for the article. 

Next, the promoter takes up the cost of manufacturing. He finds 
out whether new and specially constructed machinery is necessary 
in manufacturing the invention, and whether any especial skill on 
the part of laborers is required. He considers the amount of experi- 
ment that will be necessary in order to perfect the invention and 
in addition figures a large amount of extra cost for unforeseen 
contingencies. 

These are only a few of the factors that the promoter would investi- 
gate before taking any further action. Their number is sunicient to 
indicate, however, that any promoter who has a reputation to make or 
preserve cannot afford to jump hastily at whatever proposition is 
presented to him. The process of discovery may take a long time, 
perhaps months or even years. 

Assembling” a propositiofi , — By assembling a proposition is 
meant the process of getting temporary control into the hands of 
the promoter. If he is dealing with an invention, he assembles the 
proposition by getting an option on the invention or by making an 
agreement with the inventor on a royalty basis. In the case of a 
consolidation of plants or railroads into a new corporation, assem- 
bling is frequently much more complicated and difficult. In such a 
case the promoter may have to get options or arrange the terms of 
purchase with every plant and perhaps with all the different classes 
of security-holders involved. 
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Financing a proposition . — Now we come to the most difficult 
part of the promoter’s work, his financing of the new corporation. 
No hard and fast rules can be laid down to cover the promoter’s 
procedure. 

We may classify the men who spend a considerable amount of their 
time and energ)' in promotion into four groups. Let it be clearly under- 
stood, however, that this classification does not pretend to be complete. 

First come the professional promoters, the men who really do make 
it their main, and almost their sole, business to hunt for enterprises 
that promise profits and to finance those enterprises. This type is 
common in fiction, but rare in real life. So far as the writer recalls, 
he has met only one man who could be put in this class, a tall, lank, 
fervent individual with a persuasive air. 

The second class consists of lawyers and bankers in small com- 
munities, Such men have exceptional opfiortunities to inform them- 
selves as to local conditions; (hey freijuently take hold of some local 
enterprise, such as a steam or street railway, secure the assistance 
of experts for investigation and carry through the proposition to 
success. Still more freciucntly, however, so far as the writer has 
observed, such men underestimate the difficulties of the problem; 
they take it up with enthusiasm but are forced cither to drop it 
or to call in men of wider experience. 

The men to whom they generally turn constitute the third class 
promoters, namely the larger bankers and brokers, d'he amount 
of ])romotion work performed by such men is limited and they usually 
confine their active participaticin— e\( ept for advice — to the financing 
of such enterprises as they take up. Mr. J. Pierpont Morgan stands 
out as the most prominent example of this class. 

The fourth class-— and this is a recent imixirtant development- 
consists of engineering firms engaged in construction work of various 
kinds. Certain large engineering concerns have established a W'ide 
reputation for success in operating street railroads, water works, 
electric lighting plants, and so on. Ihese firms naturally have built 
up a large and wTll-ecjiiipped staff of experts in those fields. As 
the staff is expensive, it becomes a pressing problem to keep tliem 
profitably employed all the time. In the effort to solve this problem 
such firms have drifted into the custom of taking up new enterprises of 
merit and performing the work of promotion themselves. Their prime 
object in so doing is to employ their own engineering talents and the 
abilities of tlieir staff to the best advantage. Incidentally, of course. 
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they have no objection to securing some of the other returns that 
naturally follow from successful promotion. 


See also 133. Functions of the Stock Exchange. 

135. Life Insurance Companies as Investment Institu- 
tions. 

295-96. Control of Money and Credit. 

E. Science in Management 
332. A TECHNICAL EXPERT-TIIE ACCOUNTANT* 

Science in management is largely a matter of control — control and 
direction of the various factors involved in the conduct of a business 
enterprise. The basis of control is information. In fact, control and 
hence scientific management may be said to consist of the proper 
application of information correctly interpreted. 

Business metliods and j)ractices are clianging so rapidly, new prob- 
lems arc arising so frequently, and conditions vary so widely in dilTer- 
ent localities and different lines of businc.ss that set rules cannot be 
established. It is true that there are certain general principles which 
may be regarded as more or less universally ap{)licable, but their par- 
ticular application in each specific case must be inlluenced by current 
information in regard to the factors involved. It is, of course, untriu' 
^to assume that the business executive is not influenced by precedent 
or that his acts are governed entirely by present exq^ediency, but it 
important to realize that he is continually revising his past conclu- 
sions and policies in the light of present information — information in 
regard to the past and information in regard to the jiiohable future 
When business organization was simple and the business enterprise 
small and its activities local, the owner, who was also the manager, 
was able to obtain without assistance the necessary information upon 
which to base the conduct of his business. This is still true in some 
cases — for instance, tire village storekeeper. He may keep his 
accounting records, plan his sales campaigns, determine the extent 
and nature of the advertising to be done, select the goods to be pur- 
chased, secure the necessary funds from sources which he chooses, and 
actively direct if not actually perform all the executive operations ol 
the business. He is able to do this because the information upon 
which he bases his actions is usually obtained in the daily routine of 
* Taken from an unpublished manuscript by J. 0. McKinsey. 
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business or if not is obtained without material effort since the factors 
concerned are few in number, simple in nature, and local in extent. 
Moreover the information invoked is sulhciently simple that the 
owner is able to interpret and correlate it without dilliculty. 

Since business organization has become more com])!e\, it is impos- 
sible for the executive manager of the business enterprise of material 
size to perform all tlie functions suggested in the case of the village 
storekeeper. It is impossible for the manager of a large (h‘])artment 
store, for instance, actively to direct, much less actually ])eifoim the 
work necessary to obtain all the information which it is necessaiy to 
have in order to conduct the numeious ac(i\ities of such a business 
properly. ^Moreover, after such infoimation has been obtained, it is 
impossible for any one man or group of men, without special training, 
to intcq)rct such a mass of detailed statistics so as to use it as a basis 
of lational administration until it has been reai ranged, classified, and 
[)rcscnted in simplilied form. As a conseciuence, in such a business 
the management must rely upon various specially traine<l indi\iduals 
— technical experts w'e call tlnmi— to provide and interpret the infor- 
mation upon which they base their dei isions as to the ])o1icies to l)e 
followed. 

To illustrate the tendency toward the emplov ment of the technical 
cx])crt and his function in a mode l n bu-iness entei prise, let us take 
a manufacturing concern owned and ojierated by a corporation. The 
authoiity for the conduct and control of such a busiiK'^s is vested in 
the stockholders, but they wall find it expedient to delegate this 
authority to a board of director.,, who by training and experience aie 
more expert in deciding on the policies to l)e followed, 'khe directors, 
although they may be skilled in tlie admmisti.it ion of ceitain types 
of business, vyill Imd it wi^c to delegate their authority in part at least 
to certain officials wdio are expert in the conduct of the [larticular line 
of industry concerned. The ofiicers in turn will tind that though 
they are competent to decide upon the general policies to be followed 
it is necessarv for them to employ various specially trained men, who 
are technical exjicrts in specilic phases of the lirm’s activities, who 
will provide and interpret and assist in the application of information. 
For instance, they will employ a purchasing agent to secure the raw 
materials needed, a sales manager to supervise and control the sales, 
a production manager to direct the manufacturing operations, an 
accountant or auditor or comptroller to supervise the accounting 
records, a credit manager to guard the credits of the firm, a collection 
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manager to handle the collection of accounts due the firm, and as 
many more experts as the circumstances demand. If they desire to 
consolidate with another firm they will seek the advice of a lawyer; 
if they desire to enlarge their factory they may consult an architect 
and an engineer; if they are engaged in certain lines of manufacturing 
operations they will employ a chemist; if they wish to borrow money 
they will consult a banker; if they wish to market their bonds they 
will consult a broker; if they wish to secure insurance they will con- 
sult a representative of the insurance company. 

In some cases the technical expert whose services are required is 
a member of the firm’s organization, in other cases the professional 
expert — that is one not connected with any particular firm — is con- 
sulted. The function of the expert in each case, however, is the same 
— to provide information which will serve as a basis of action. In 
some cases the expert acts in an executive capacity but this is not his 
})rime function. It is for his knowledge of what should be done rather 
than for its execution that he is chiefly valued. 

In order to illustrate more specifically the function of the technical 
expert, a particular expeit, the accountant, may be taken. The 
accountant may well be taken for the purpose of illustration, because 
of the almost universal necessity for his services. The services of 
many of the technical c.xperts mentioned above may be dispensed 
with by certain firms, but every firm of appieciable size in every line 
of industrial activity must have accounting records, and some one 
must be responsible for them. In fact the services of the accountant 
arc in large part a prerequisite to the services of most of the technical 
experts mentioned above. 

Accounting records, classifies, and presents financial facts. Its 
function is to provide information in usable form in regard to the 
linancial condition and operations of a business. As a result of the 
activities of the other technical experts mentioned above certain 
operations take place. Accounting records the results of these opera- 
tions and presents these results to those who desire to know them by 
means of reports. By a study and interpretation of these reports, 
technical e.xperts obtain certain information which, taken in connec- 
tion with other information which is not reflected in the data 
secured through accounting, forms the basis of their conclusions as 
to the policy to be pursued. 

To illustrate specifically we may take the manufacturing concern 
mentioned above. The production manager before he can plan his 
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program of manufacturing for the coming fiscal period must know the 
estimated amount of sales for this period and the probable seasonal 
variation of those sales. He will expect such an estimate from the 
sales manager. The latter in order to furnish such an estimate must 
consult the accounting record to determine what the sales have been 
during the past period. With this information as a basis, he takes 
into consideration such factors as he thinks will adect the sales during 
the following period and makes up his estimate. It will be seen by 
this illustration that the sales manager is acting in the capacity of a 
technical expert as delined above, he is furnishing information which 
acts as a basis of control — in this case the control of production. 
When the production manager receives the estimated sales for the 
following period, he must decide as to the quantity of finished stock 
which he must keep on hand in order to satisfy the demands of such 
a sales program. He will be materially assisted in doing this by con- 
sulting the accounting records so as to see the ratio between the 
finished goods on hand and sales during the past period. After the 
quantity of production has been decided upon, the purchasing depart- 
ment must be notified so the purchasing agent can plan for the pur- 
chases of raw materials to be made. He will find from the records 
the length of time necessary to obtain each kind of material anrl will 
govern his actions accordingly. Of course, the stores department may 
be delegated the authority of initiating orders, but the principle is the 
same— the volume of sales go\crn the volume of production and the 
latter governs the purchasing of raw materials, and past experience 
as reflected in the accounting records is a decisive factor in controlling 
these operations. When the quantity of production for the next 
period has been determined, the treasurer must be notified so he can 
provide the necessary funds to finance such a program. He again 
will consult the accounting records to .see the ratio between the funds 
recjuircd and the quantity of production and will be governed in his 
plans for the future by the experience of the past as reflected in the 
accounting record. 

After the goods are produced and ready for sale a large credit 
order is received. The credit manager is asked to pass upon the 
applicant’s request for credit. If the prospective purchaser is one 
to whom the firm has previously sold, the credit manager will imme- 
diately consult the accounting records to see if he has paid his bills 
satisfactorily. If he is a new customer he may seek information 
through certain credit associations or credit agencies, and the 
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information which he thus obtains will be that shown by the account- 
ing records of the member firms of these associations. Thus again the 
information afforded by the accounting record is of prime importance 
in arriving at a basis of action. 

To give more obvious illustrations of the value of the information 
provided by accounting, the collection department is dependent upon 
the accounting record in collecting the debts due the firm, those in 
charge of disbursements are dependent on it in the payment of the 
debts of the firm, it is from this record that the efficiency of different 
employees and the profitableness of different lines of goods is deter- 
mined. The cost of goods produced, a controlling factor in arriving 
at the proper prices of sales, is determined from the cost records, and 
finally the financial condition of the firm and its profitableness or 
unprofitableness as reported at the end of the fiscal period to the 
stockholders is determined from the accounting records. The con- 
trol of the future policies of the enterprise as determined by the 
directors and the chief officials is based upon the information which 
they obtain by means of the reports submitted by the various tech- 
nical experts mentioned above, and these reports are largely made 
from the accounting records. 

Many more illustrations might be given of the service of account- 
ing, hence of the accountant, in the scientific administration of a busi- 
ness enterprise, but the above should be sufficient to indicate the 
function of accounting as an instrument of control. By analogy the 
value of the technical expert in general as a factor in scientific manage- 
ment can be easily seen. 

See also 66. Calculation and Capitalism. 

198. Knowledge and Information in Relation to Risk- 
Taking. 

333. STAGES IN MANAGEMENT 
A* 

Scientific Management is said to be a third stage in the develop- 
ment of organization. The first stage was represented by the non- 
systematized business, of which there are to be found survivals among 
older and smaller plants. In this stage the management grew up with 
the plant, was inbred, and was bound by traditions handed down from 

* Taken by permission from H. S. Person, “Scientific Management,” Tuck 
School Conference, pp. 4-5. (Dartmouth College, 1912.) 
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manager to manager. There were, of course, in the period of non- 
systematized business general improvement and brilliant examples of 
the development of new methods, but the period was one of high 
profits and of little incentive to improvement, and new methods came 
fortuitously and spread only by imitation. 

The second stage of organization is represented by the systema- 
tized business, characteristic of the last two decades. During the 
period following the Civil War improvements in transportation 
destroyed isolated markets, brought more intense competition, and 
reduced the margin between raw-material cost and selling price. This 
situation compelled many managers, who might otherwise have 
remained bound by tradition, to seek by improved methods and 
organization a reduction of the costs of manufacturing processes. 
Chemistry was called in to make salable pioducts of what had been 
waste; blank forms of great variety were devised to keep account of 
materials and of labor that there might be no misapplication and 
waste of these; as units of business became larger, printed and 
written directions came to replace personal oversight and instruction 
by the manager, and systems were devised to effect the smooth work- 
ing of routine. Cost accounting, the sextant and compass of the 
business man, was more highly developed and more generally adopted 
and this required the systematization of processes. 

Systematized management is not Scientific iManagemcnt, say the 
advocates of the latter. Under the former, tradition remains domi- 
nant; improved methods are acquired by experiment, it is true, but 
not by the precise laboiatory method of the observation and measure- 
ment of a large number of units; new methods become known by 
imitation rather than by teaching; and the reduction of a cost once 
accomplished, it is common to accept the result as final because the 
solution of an Immediate problem, rather than as a step only towanl 
greater improvement. 

The third stage in the development of organization and manage- 
ment, they say, is that of Scientific Management. 

All types of management seem to fall into three general classes, 
which for want of a better terminology we shall call (i) unsystema- 
tized, (2) systematized, and (3) scientific. 

‘ Adapted by permission from H. P. Kendall, “Systematized and Scientific 
Management,” Journal of Political Economy, XXI 593“^^4' 
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Let us look briefly at the five important features of every manu- 
facturing plant, excluding designing, advertising, and selling. These 
are: (i) accounting and costs; (2) purchasing; (3) storage of mate- 
rials; (4) execution of the work; and (5) efficiency of the worker. 
[This selection will be confined to the discussion of the execution of 
the work. — Ed.] 

Execution of work . — Orders in the unsystematized shop are 
recorded in a simple manner, sometimes even received and trans- 
mitted orally by the salesman. These are described in part orally 
to the superintendent, who may further enlighten the foreman on any 
of the details of such orders. It is assumed that the superintendent 
knows his business, that the foremen know theirs, and a workman is 
expected to sense what is wanted and to ask questions when he is 
not sure. In this way an attempt is made to fill in the exact and 
accurate information which the selling end either has not secured or 
has not transmitted in writing. 

The “single foremanship” plan prevails where one foreman 
handles as many men as he can. The number of men and the amount 
of work he can look out for is limited by the amount of detail he can 
carry in his head and by his physical and nervous endurance. He 
gives work to each workman when the latter has finished his last job, 
and depends largely on the worker’s knowledge of what to do and 
how to do it. As questions arise in the progress of the work, or where 
the written order is incomplete, the workman goes to the foreman who 
in turn goes to the office for instructions. Meanwhile progress on 
the work stops. 

The workman goes for and selects his tools and appliances, and 
does his work in the way in which he is accustomed to do that par- 
ticular kind of work. A dilTcrence in method of doing the same kind 
of work by dificrent workmen and in different shops is often quite 
marked. 

In the systematized plant, this crude rule-of-thumb method has 
been changed. A complete set of order-cards for recording and trans- 
mitting orders is in use. The worker receives a written order for the 
work he is to do. But this seldom takes the form of an instruction 
card giving him complete information for every move and every tool. 
It is likely to say what the work is, assuming that he will do it in a 
satisfactory manner. Workers almost always record their time for 
each job on a card, which registers the labor cost accurately. They 
do not always register the time losf in securing tools, materials, and 
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further instructions. The planning of a job, except in plants where 
the work is very largely repetition, is likely to be clone as the work 
proceeds. Piecework is used wherever possible and is considered the 
most economical way of performing a given operation. It is tlie aim 
of most systematized plants to secure as much piecework as possible. 
1 his may be unfair for different kinds of work to both employees and 
employer. 

Systematized management keeps things running smoothly, avoids 
most of the mistakes due to the lax methods of unsystematized man- 
agement, and turns out a good product. But a lack of centralized 
planning and centralized control of the workers causes loss of effi- 
ciency. Ibis is especially true in rush times, or when certain parts 
of a factory are congested. It is impossible, then, with the means 
at hand, so to plan the work as to get it out to the best advantage; 
for with the foreman of one room or department planning his work, 
and another his, the two can seldom be made to interlock perfectly. 

The theory of the proper execution of work under scientific man- 
agement is that it should be planned completely before a single move 
is made that a route-sheet which will show the names and order of 
all the operations which are to be performed should be made out and 
that instruction cards should be clearly written for each operation. 
Requisitions on the stores department showing the kind and quality 
of the materials and where they should be moved, and lists of proper 
tools for doing the work in the best way, should be made up for each 
operation. Then, by time-study the very best methods and appara- 
tus for performing each operation is determined in advance, and 
becomes a part of the instruction cards. 

By this means the order and assignment of all work, or routing 
as it is called, should be conducted by the central planning or routing 
department. This brings the control of all operations in the plant, 
the progress and order of the work, back to the central point. Infor- 
mation which even in the systematized plant is supposed to be fur- 
nished by the knowledge of the workman or the gang-boss or foreman 
is brought back to the planning room and becomes a part of the 
instruction card. 

Under scientific management the efficiency of the worker and 
machine depends on five other conditions, after assuming that the 
parts of the management which have to do with purchasing, storage 
of materials, etc., are well performed. These conditions are: (i) analy- 
sis and synthesis of the elements of operation; (a) scientific selection 
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which he is adapted, the management should provide continuous 
instruction for him. From this point of view the factory should 
become a school; the workman should be instructed how to use the 
most efficient method with the greatest skill. 

The fourth of Mr. Taylor’s principles of Scientific Management 
is that there should be intimate co-operation between management 
and men and a redistribution of responsibilities. The workability 
of the new management, says Mr. Taylor, depends upon such sym- 
pathetic co-operation. There must be mutual recognition of the 
[lossibility of mutual helpfulness. This recognized, theie must be a 
readjustment of duties, for under present systems of management 
there is required of a workman so much as to make impossible 
his highest efficiency. The manager, under the present s}stcm, 
requires of the workman simply the accomplishment of a certain 
result. To the workman is left the determination of the method 
as well as the actual performance. Under Scientific Management 
the experts in the planning room determine the method and 
leave to the workman freedom to apply all his energy to actual 
performance. 

These four general principles constitute, according to Mr. Taylor, 
the philosophy of Scientific Management. The devices employed to 
give effect to these principles constitute the mechanism. The phi- 
losophy and any [larticular mechanism arc not to be considered equally 
important. But certain parts of the mechanism now advocated by 
the organizing engineers are of great importance because they .seem 
to be necessary to the application of the principles and because one 
of them in particular is opposed by many employees as competent, 
in their judgment, to produce indirect results harmful to their pro- 
ductive group. 

Scientific Management aims to produce at least five results, all 
of which must be produced before such management can be said to 
be established, and for their production specific devices must be 
employed. 

I. Industrial processes must be reduced to units before scientife 
observation and experiment are possible. Ihe most important de- 
vice for this purpose, the time-slidy, aims to reduce the operations of 
workmen to fundamental motions and to ascertain, for example, the 
shortest, longest, and average time required for each motion. From 
experiments with these data a standard time for the performance of 
each operation is derived. 
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2. This standard time in which a given operation is to be per- 
formed having been ascertained, it must be set before the workman 
'ds something to strive for. 

3. The workman must be instructed how to achieve this standard. 
He must have at hand a sympathetic, expert director who is teacher 
rather than boss. The device of Junctional foreman ship is intended 
lo effect this. The functional foreman teaches all the workmen who 
have to perform a given function -e.g., set a tool in a lathe— exactly 
how to perform that and no other function. He is an expert work- 
man become teacher. The foremanship of Scientific Management, 
therefore, requires in a given plant as many foremen as there are 
functions to be performed there. 

4. Scientific Management aims to relieve the workmen of respon- 
sibility for determining how a process is to be performed, cspeciall) 
if the method is one which may be exactly, i.c., scientifically, deter 
mined, and to leave him free for the development of manual dexterity, 
d'his is accomplished by the planning and routing room, a managerial 
department which works out and sends with each production order 
precise specifications for the operation. If it be an assembling job, 
for instance, the parts to be assembled, their relative positions around 
the w'orkman at the beginning of the job, the order in which they 
should be brought together, etc., are specified. The workman docs 
not need to plan; he proceeds at once to performance. 

5. The workman must be inspired to accept the new methods; 
to strive to acquire dexterity in carrying out specifications sent him. 
Workmen, like managers, like any other large body of men, have fixed 
habits from which it is difficult to turn them. How inspire the work- 
man to make the change ? The result is accomplished by a diffeicn- 
tial wage .system, a share of the increased productivity, instead of 
compelling him to wait for the slower, less obvious, redistribution of 
shares which would work out under the usual system of payment by 
the hour or day. These differential wage systems vary, although they 
are in principle the same, primarily according to the proportion of the 
increased productivity apportioned to the workman. 

It is neither the philosophy nor the interesting mechanism of 
Scientific Management which has aroused such widespread interest, 
it is the story of its astonishing results. 


See also 144. Specialization in Management. 

316. Impersonal Laws' of Management. 
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33S- the new INDUSTRIAL LEADERSinP* 

If we consider the industrial history of the United States, for the 
span of a long generation, dating backward from this year of grace 
to about 1840, we can distinguish at least three great movements 
which have occupied the minds of men in industry. 

The first period was still engaged in tlie process of settling the 
country, as previous decades had been. In section after section of the 
newly opened West there was required that basic equipment which 
is the foundation of modern civilized life. Our nation’s first industrial 
task was the stupendous one of clearing the farms, and of building 
the common roads, and of establishing villages and cities, and of 
opening outlets for the marketing of surplus products. The victory 
was not to mere parsimony and patience, and the weaker economic 
virtues, but to industry animated with boldness, planning touched 
with imagination, and sacrifice sustained by a vision of a new State 
and a fairer civilization. 

The second industrial movement of the period we are consider- 
ing centered upon the task of providing an adequate mechanical 
equipment. Its characteristic achievement was to develop inanimate 
sources of power, and apply them in a thousand new ways to lift the 
burden of physical toil from human shoulders. Accordingly, the 
second act transfers the scene of chief significance from the field to 
the factory. The first billet of Bessemer steel was produced in 
America in a little furnace at Wyandotte, near Detroit, in 1864. The 
first band-saw was brought from Paris to New York in 1869. The 
first middlings purifier essential to the modern milling process was 
built in Minneapolis in 1870. The twine-binder was invented in 1874. 
In the wonderful Centennial year of 1876, there was gi\en to the 
country the telephone, the incandescent light, the t>j)ewriter, and 
the first steel-frame building. In the middle }cars of the seventies 
the hermetical sealing and the refrigeration of fruits and meats was 
achieved, so tliat a great additional range was possible for the dietary 
of the nation. 

And now that these achievements are no longer in their origins, 
and that the issues called up by them are recognized as virtually 
settled, and as there is no longer any threatening opposition to 
try men’s souls in the process of establishing and defending 
them, a third industrial problem can be seen to emerge and 

* Adapted by permission from E. D. Jones, The Business Administrator , 
pp. 1-21. (The Engineering Magazine Co., 1914.) 
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become the center ©f interest. This is the question of business 
administration. 

This administrative phase of our industrial evolution has, of 
course, already a history of value; and this history is concerned with 
the doings of a very interesting generation of men. For years the 
United States, with its enormous domestic market, its ample capital, 
its freedom from tradition, and its colossal daring, has been perhaps 
the most favorable spot in the world for trying out new ideas of 
organization and management. The executives who first took 
advantage of these conditions were, for the most part, self-made 
men. We often refer to the more noted of them as Captains of 
Industry. The majority were individuals of pronounced motor 
temperament and endowed with exceptional talents; men capable 
of fighting their way upward and of gaining the advantage in a rough- 
and-ready struggle for the survival of the fittest. 

These men seized leadership by right of ability, but, technically 
speaking, they secured it as the perquisite or privilege arising from 
the ownership of great fortunes. They lived in a day when men 
generally managed their own capital. In many cases they were the 
first to build up institutions of great size in the lines of industry with 
which they were connected. Their policies were like those of most 
conquerors— direct, simple, and intensely personal. Living in a 
highly individualistic and self-confident society, they worked out rules 
of action, each man for himself. As the attention of a new community 
naturally centers strongly upon the process of growth, many of them 
were Iniildcrs rather than administrators; more comfortable with 
tests of excellence which were physical rather than intellectual, private 
ratlier than social. As their communities had broken sharply with 
Icuropcan traditions, and had as yet little applicable history of their 
own, they entertained a poor opinion of lessons drawn from the past. 
As they were devoted to little else than industry, they saw few analo- 
gies between the administration of business affairs and the adminis- 
tration of other forms of social action. 

Being so much in a world of their own creation, they looked upon 
the administration of industrial enterprises purely as a process of 
each man minding his own business. Their organizations were, 
therefore, mere extensions of themselves, usually bearing their names 
and ruled as their households might be. Enterprises so conceived 
were incapable of serving as a rallying-point for the loyalty of the 
various classes of persons who might become connected with them. 
The owner alone was fully energized. He carried staggering loads 
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of responsibility, driving affairs forward by individual energy rather 
than by tlie true administrati\ c process of evoking and guiding the 
energies of others. 

Whatever reservations have to be made in praise, the courage 
and independence of these men must be recognized as splendid. They 
possessed a thoiough mastery of details^ as a result of the small 
beginnings from which they started. hey had the ease and speed 
of decision due to technical mastery and early imposed rc^ponsibilit}'. 
They were preserved from curors of theory by a wholesume and inti- 
mate sense of reality. 1 he names of the leaders of this generation of 
giants will long remain household words in America. 

Since the ranks of the first generation of administrators ha\e 
begun to be seriously thinned by death, a notable change has been 
taking place in the character of our industrial leadershij), and in the 
conditions under which it is exercised. 'I'lic growth of business 
into units embranng, under a single administration, hundreds and 
even thousands of stoikholders and emj)loyees and uniting many 
minds in operations which rcMjuire long periods of lime for their com- 
pletion, call for searching tests of performance, and exact and just 
methods of apportioning rewards, so that the wills of many ])ers()ns can 
be brought into energetic concurreni e. 'riiese changes are transform- 
ing the business administrator from a mere owner of i)rivate {)rc)pert\' 
into a responsible agent, exercising delegated authoi ity. 'J'hey increase 
the element of trust or responsibility or service, for the measurement 
and valuation of which a new outfit of standards is urgently needed. 

There are various hel])s destined to [)lay an increasing role as the 
handmaids of the new administration. In the tirst [)lacc, the jihysical 
sciences are being applied in industrial operations in a new way. 
Formerly thought of as the source of mechanism for supplementing 
or relieving the operative, they are now the source of agencies for 
supplementing and relieving the cxccuti\ c a.^' well. 'Fhey assist in the 
testing of materials, the refining of productive processes, the preserva- 
tion of the operatives’ health, the sharpening of technical standards, 
the separate measurement of the essential elements of performance, 
and the provision of new forces and instrumentalities generally. 

A second class of aids includes greatly improved systems of 
accounting and cost accounting, and a rapidly developing theory 
of valuation, which concerns itself with the more subtle and immaterial 
forms of property. These are the administrator’s chief instru- 
ments of precision, where problems of value rather than problems 
of physical processes or of human nature are concerned. 
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A third aid is the swiftly forming science of psychology which 
now enters, supplementing experience, dissolving the ancient antag- 
onism between humanity and efficiency, and making it possible 
for industry to respond intelligently, and even profitably, to the 
demands of a more enlightened public conscience. 

A fourth aid is what is commonly called “system”: a somewhat 
indefinite mass of rules of procedure, together with appropriate 
equipments, relating particularly to office work, and representing 
the accumulated experience of innumerable official minds. 

The first tentative synthesis of these various HiJjswissenschajkn 
into a code of rules for the business executive is involved in the move- 
ment known as “scientific management.” This manifestation of a 
new order of accurate and systematic thinking in industry, so signifi- 
cant of the times, took its rise as a philosophy of the shop, but has 
culminated in the enunciation of a group of principles constituting an 
encouraging earnest of a forthcoming more fully developed science 
of administration. 

The occupant of this position will be the central pivot upon which 
a vast number of human relationships will turn. Upon these men 
will rest a sort of trusteeship to preserve the property intrusted to 
them, and a demand of leadership to guide and guard their employees. 
Upon them will also rest a general responsibility to the public to help 
this day to live its life, and this generation to make its contribution 
to progress. The whole situation conspires to create an opportunity 
for a new race of executives, which shall justly appreciate the various 
(-lasses of responsibility resting upon it. 

The old ambition to build up big business units, and to accumulate 
great fortunes, is now no longer so fresh and full of zest as it once was. 
It does not get the response, and call out the best men, as in the old 
dramatic, careless, buccaneering days. To simply repeat what the 
last generation did in the way of piling up fortunes, and to do it on 
the same intellectual and aesthetic and ethical plane, but without the 
novelty of being the first to do it, nor the excuse that first comes 
bread and then the higher things of life, and without even the freedom 
of action and the general applause of the days of laissez faire, is not 
to set forth a very moving aim. The hungry intelligence of industry 
is asking for great new objectives worthy of great efforts. It asks 
for tasks as noble for us now as the opening of the continent or the 
building of the railroads was for a past generation. A new and larger 
conception of the function of industrial leadership is called for. 


See also 65. The Social History of Capitalism. 



CHAPTER XIII 
COMPETITION 
A. Problems at Issue 

What is competition? Everybody knows; nobody knows. To 
a person with one intellectual background it means one thing; to 
another with a dilTcrent background it clearly means another. The 
widely divergent definitions and characterizations current make one 
inquire whether the persons concerned arc talking of the same thing. 
If they are, they seem to have very dilTerent points of view or very 
different purposes in making their analyses. 

Perhaps we do not need to strive for an exact definition at the 
outset. Perhaps we shall be able to consider the subject intclligentb/ 
without ever formulating a precise definition. We could scarcel\- 
define life, and yet w’e live and talk with some intelligence concerning 
life. The same situation may obtain for comj)ctition. 

It is clear that we are not primarily interested in competition as 
a philosophical-biological concept. We are concerned with economic 
competition. Further, since we are studying the structure and func- 
tioning of industrial society, we are justified in considering economic 
competition primarily in its organizing capacity. 

There can be no doubt that in a very real sense competition, 
pecuniary competition, is an organizing agency in our industrial 
society. It assigns persons to their parts; determines what forms of 
organization shall survive; designates what ranges of industries and 
what plants within an industry shall come to the front; accounts for 
the rise and decline in economic importance of territories, cities, and 
markets; decides what technical processes and what marketing 
methods shall live; all this and more. Perhaps its main medium in 
working out these matters is price, using that term in a very broad 
sense, although in certain cases quality and service has been empha- 
sized. 

Certain points in connection with the foregoing statements should 
be brought clearly into consciousness, (i) It is not alleged that com- 
petition, especially pecuniary competition, is an organizing force 
. 88s 
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Explain what is meant by each of these three forms, and indicate the 
social worth of each form. 

3. In which kind of the following three forms of competition are most 
people interested: (a) competition in price, (/>) competition in quality, 
(c) comj)ctition in service ? Are the other forms unimportant ? 

4. How do you explain the fact that some writers discuss competition as 
a subhead of freedom ? 

5. “The main forms of freedom are: freedom of marriage and divorce, 
freedom of movement, freedom of occup.ition, fieedom of association! 
freedom of consumption, freedom of prodiu tion, and freedom of trade.” 
Explain what is meant by each form of frecalom 

6 In some of the readings there is much talk of “rights.” What const 1 
tutes a “right” ? How does it emerge? 

7. Make a list of the elements that must be jiresent if competition is to 
be “free.” 

8. For many generations past the struggle h.is been to secure political 
democracy or i)olitical freedom. For the next group of gencTalions it 
will be a struggle to secure economic clemocr.ic.y cir economic fiecslom ” 
What docs this mean ? 

() “ Com{)etition is not law but lawlessness Carried to its logical out- 
come, it is anarchy or the absence of law.” What does “ logic. il 
outcome” mean in this quotation? Does it nie.in unrcstiK ted compe- 
tition? Has comiietition ever been unic'-.t I i( tc'd''' Doc-', the beluxcTin 
competition necessarily believe in umc-.t 1 u ted c om|)c‘lit ion ? 

10. “Competition determines who and wh.it is fit, it tries the .iv.iil.ible jiegs 
in the available holes and uses the ones th.it go in best.” If so, how’ 
How does it compare with status as a device for aiiportioning individ 
uals to tasks ? 

11. “Competition determines the fate of industries ” Just how? 

12. “Competition determines what firm shall survive within an indusiiy ” 
Just how ? 

13. “Competition determines what industrial methods shall survive ” 
How ? Can you cite instances where competition has determined this 

14. “Competition determines wh.it marketing methods ^h.dl survive ” 
How ? Can you cite instanc es ^ 

15. It has been said that competition is a flexible organizing force Is it 
more flexible than cr.stom ? than government control^ Is it a matter 
of significance to have a flexible organizing force? 

16 What is meant by s.aying that “competition sets in motion an auto- 
matic mechanism which apportions human effort among the form^ of 
production.” Would it be contradictory to say that the market sets 
in motion this mechanism? 

17. Is it a contradiction to say (i) competition apportions produetive energy 
and (2) price levels and margins of piolit apportion productive energy ? 
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A third aid is the swiftly forming science of psychology which 
now enters, supplementing experience, dissolving the ancient antag- 
onism between humanity and efficiency, and making it possible 
for industry to respond intelligently, and even profitably, to the 
demands of a more enlightened public conscience. 

A fourth aid is what is commonly called “system”: a somewhat 
indefinite mass of rules of procedure, together with appropriate 
equipments, relating particularly to office work, and representing 
the accumulated experience of innumerable official minds. 

The first tentative synthesis of these various HiJjswissenschajkn 
into a code of rules for the business executive is involved in the move- 
ment known as “scientific management.” This manifestation of a 
new order of accurate and systematic thinking in industry, so signifi- 
cant of the times, took its rise as a philosophy of the shop, but has 
culminated in the enunciation of a group of principles constituting an 
encouraging earnest of a forthcoming more fully developed science 
of administration. 

The occupant of this position will be the central pivot upon which 
a vast number of human relationships will turn. Upon these men 
will rest a sort of trusteeship to preserve the property intrusted to 
them, and a demand of leadership to guide and guard their employees. 
Upon them will also rest a general responsibility to the public to help 
this day to live its life, and this generation to make its contribution 
to progress. The whole situation conspires to create an opportunity 
for a new race of executives, which shall justly appreciate the various 
(-lasses of responsibility resting upon it. 

The old ambition to build up big business units, and to accumulate 
great fortunes, is now no longer so fresh and full of zest as it once was. 
It does not get the response, and call out the best men, as in the old 
dramatic, careless, buccaneering days. To simply repeat what the 
last generation did in the way of piling up fortunes, and to do it on 
the same intellectual and aesthetic and ethical plane, but without the 
novelty of being the first to do it, nor the excuse that first comes 
bread and then the higher things of life, and without even the freedom 
of action and the general applause of the days of laissez faire, is not 
to set forth a very moving aim. The hungry intelligence of industry 
is asking for great new objectives worthy of great efforts. It asks 
for tasks as noble for us now as the opening of the continent or the 
building of the railroads was for a past generation. A new and larger 
conception of the function of industrial leadership is called for. 


See also 65. The Social History of Capitalism. 
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33. The Federal Trade Commission is endeavoring to form a judgment con- 
cerning the social wisdom of that business policy known as price main- 
tenance. Enumerate the things they should know in order to arrive 
at a sound judgment. 

34. In regulating competition is the state restricting self-interest ? 

35. Some economists maintain, on abstract grounds as well as on grounds 
of experience, that under modern conditions continued competition is 
impossible in certain fields of industry. In what fields? What is the 
argument back of this position ? 

36. The socialists have a vigorous indictment of comi)etitive society. Is it 
really an indictment of competition or of a certain standard or level 
of competition ? If the latter, what is their device to raise the 
level ? 

37. If competition is regulated in any way, is it really competition? If 
you answer in the affirmative, can you not then say that socialism is 
a form of competition— a highly regulated comi)elilion ? 

38. State the logical premises of laissez-faire competition. State those of 
regulated competition. Prove both historically and logically that 
laissez faire and competition are not necess.inly synonymous. 

39. How true is it that under competition only those survive who use their 
strength in service to society? 

40. “ Prior to the modern industrial system, competition served as an organ- 
izing force subject in the main to informal, unconscious social control. 
Speaking in general terms we are today asking it to operate in a very 
different industrial environment, subject to this same form of control 
This spells mistakes. Our problem is to substitute a satisfactory formal, 
conscious control for the old unconscious control. When wc under- 
stand sufficiently clearly the structure and operations of industrial so- 
ciety we may solve the problem, but it will he a slow' process ” Does 
this seem to you true ? 

41. “Competition is not given a fair hearing. It is assumed that competition 
means laissez-faire competition and then it is prom{)tly forgotten that 
competition is hindered from having an open field and that sufficieni 
time has not elapsed to give competition a fair chance to show what 
it could do, be the field open or closed.” Is this true? 

42. “One trouble is that impossible demands arc made upon competition 
The case is somewhat similar to that of a financial panic when unusual 
burdens are placed upon money as a means of payment.” What does 
this mean ? 

43. “What is the matter with existing competition? I should say the 
matter is simply that existing competition shares in the prevailing dis- 
integration of social structures.” Explain. WTat social structures are 
disintegrating? Are you sure that you know what you are talking 
about ? 
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44. “Competition in one form or another is inevitable." Do you accept 
this statement ? Justify your answer. 

45. “We are likely to compete with the very persons with whom we co- 
operate.” What docs this mean ? 

46. “Our msufficient knowledge of the world’s markets is a very limiting 
factor to competition.” Is this true? 

47. “Competition promotes individuality, self-reliance, and earnestness.” 
Can you defend this proposition ? 

48. IIow do you account for the fact that some people seem to use the words 
“capitalism” and “competition” as synonymous? 

49. Which are you going to believe on the whole, (i) that competition has 
served its purpose well but should be largely supplanted by regulated 
monopoly, or (2) that competition will for a long time be the best 
method of organizing society? 

50. Show, by citing a concrete example, say that of the minimum wage, 
that price-fixing is a regulation of production, distribution, and con- 
sumption. 

51. “It is only through competition that price can cause the limited 
resources of society to be used in such a way as to produce goods of 
proper kinds and in proper quantities to afford society the maximum 
of utilities.” Make this intelligible. Do you believe it ? 

52. ITow is it possible for thinking men to differ so radically concerning the 
worth of competition? 

B. The Meaning of Economic Competition 
336. SOME DEFINITIONS AND CHARACTERIZATIONS 

“Competition is not law, but lawlessness. Carried to its logical 
outcome it is anarchy or the absence of law. Man is a moral, spiritual, 
and social being, not dominated by animal law. There can be no such 
thing as a harmonized society with any competitive elements in it, and 
Christianity is impossible. Every man owes the world his life, and 
must live to have a life to give. In competitive conditions, not char- 
acter, but cunning, survives. The gospel of success is the great 
insanity of modern materialism, absorbing the best brain, thought, and 
life of the race; we have been feeding our children to this great Moloch 
of success, but as a result we have been warping the intellect and 
making moral idiots.”* 

“Sweet competition! Heavenly maid! .... Nowadays hymned 
alike by penny-a-liners and philosophers as the ground of all society 
* Cleveland Citizen, March 14, 1896. Attributed to George D. Herron. 
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. ... the only real preserver of the earth! Why not of Heaven, 
too? Perhaps there is competition among the angels, and Gabriel 
and Raphael ha\c won their rank by doing tlie maximum of worship 
on the minimum of grace. Wc diall know some day. In the mean 
while these arc thy works, thou parent of all good!’ Man editing man, 
man eaten by man, in e\ cry variety of degree and method' Why does 
not some enthusiastic political economist write an epic on ^'I'lie Con- 
secration of Cannibalism’?”* 


“The competition of economics is not the so-called com])elilion (»f 
our great (enties, where men strive to (lri\e men to I he wall, but the 
competition wdiith leaves each in full possession of that pio(lucti\'(' 
power which best unites his labor with the labor of others. (h)m[)eti- 
tion is no more trespass than it is theft. It is the rccoiu ihalion of men 
in those productive processes which issue in the largest aggregate 
of wealth. It is not crowding men olT their feet, but a means of j)la til- 
ing them upon their feet.”^ 

“ Com[)etition was the gigantic motor that caused nearly ever\’- 
body during the first nineteen centuries of ('Inisiian civilization to use 
all his mental and pliysical powers to get ahead. 'The best cfTotls 
of humanity, stimulated by competition .... have liftcal our rate 
to a standard where the mode of living of common laborers is more 
comfortable and desirable than the everyday c.xistence of the kings 
of whom Homer sings. 

“Competition signifes the operation of individual self-interest 
among the buyers and sellers of any artiile in any market. It implies 
that each man is acting for himself solely, by himself solely, in 
exchange, to get the most he can from others, and to give the least 
he must himself, 

“i. The idea of competition is opposed to combination. Men 
in this state act as freely and as independently as the minute particles'^ 
of some fine, dry powalcr ali.solutcly destitute of cohesion. 

“ 2. Competition is also oppo^^ed to custom. 

^Takcn by permission from Charles Kingsley, “Cheap Clothes and Nasty,” 
Preface to Alton Locke, pp. Ixviii-ix. (The Macmillan Co., 1889.) 

* John Bascora on the “Moral Discipline of Business,” The Kingdom, Minne- 
apolis, May, 1896. 

J Richard Michaelis, Looking Further Forward, 1890. 
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“3. Competition is opposed to sentiment. Whenever any eco- 
nomic agent does or forbears anything under the influence of any 
sentiment other than the desire of giving the least and gaining the 
most he can in exchange, be that sentiment patriotism, or gratitude, 
or charity, or vanity, leading to do any otherwise than as self-interest 
would prompt, in that case, also, the rule of competition is departed 
from.”* 

“The strict meaning of competition seems to be the racing of one 
person against another, with special reference to bidding for the sale 
or purchase of anything. This kind of racing is no doubt both more 
intense and more widely extended than it used to be: but it is only a 
secondary, and one might say an accidental, consequence from the 

fundamental characteristics of modern industrial life These 

characteristics are a certain independence and habit of choosing one’s 
own course for oneself, a self-reliance; a deliberation and yet a prompt- 
ness of choice and judgment, and a habit of forecasting the future and 
of shaping one’s course with reference to distant aims. They may 
and often do cause people to compete with one another; but, on the 
other hand, they may tend, and just now indeed they are tending, in 
the direction of co-operation and combination of all kinds good and 
evil. 

“The term 'competition’ has gathered about it evil savour, 
and has come to imply a certain selfishness and indifferciK c to the 
well-being of others. Now it is true that there is less deliberate 
selfishness in early than in modern forms of industry; but there is also 
less deliberate unselfishness. It is deliberateness and not selfishness 
that is the characteristic of the modern age.”^ 

“The word competition contains, in fact, two quite separate 
ideas, though these, as a rule, are not distinguished: 

“One is that of the freedom of labour^ or the liberty for every man 
to follow the line which he prefers. In France it dates from the 
Revolution of 1789. 

“The other is that of the struggle for life; a chance for every man 
to arrive first if he can. This second idea did not appear till much 
later under the influence of Spencer and Darwin. 

‘Adapted by permission from F. A, Walker, Political Economy^ pp. 91-92. 
(Henry Holt & Co., 1888.) 

* Adapted by permission from Alfred Marshall, Principles of Economics, 
pp. 5-6. (Macmillan and Co., Ltd., 1912 ) 
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Under the first asj>ect, competition, although it has not all the 
virtues attributed to it, cannot but win approval. Under the second, 
however, it has more dangers than virtues and needs to be carefully 
controlled.”^ 

Its opponents have rarely done it full justice. They have 
been so impressed by certain incidental evils connected with the sys- 
tem smaller capitalists pushed to the wall by larger ca[)italists; 
intelligent workmen thrown out of employment by the process of 
industrial readjustment to make room for those cheaper and less 
skilled that they have shut their eyes to its essential excellences. 
They have said that competition was nothing but a new name for 
the Darwinian struggle for existence as applied in modern business; 
that it was a glorification of the principle of survival of the strongest. 
This is a very imperfect view of the case. Competition is something 
es.sentially dilTcrent in character from the struggle for existence among 
the lower animals. It is a struggle so ordered that outside parties reap 
a benefit instead of suffering an injury. This is its conspicuous and 
distinctive feature. If cats are struggling to get the same bird, 
and bosses are struggling to get the same workmen, the relation 
of the cats to one another bears some analogy to the relation of 
the bosses to one another. But there is this radical difference 
in the whole transaction: that the more cats there arc, the worse for 
tlie bird; while the more bosses there are, the better for the work- 
men. Competition is what its name implies — a concurrent pdilion; 
an effort on the part of different people to do the best they can for 
somebody else, in order to induce him to enter into dealings with 
them. 

“Unfortunately, it is not only the opponents of competition who 
fail to recognize this as its essential feature. The advocates of the 
system are prone to make a somewhat similar mistake. They go so 
far as to assume that any adjustment which is the result of free play 
among a mixture of conflicting social elements, strong and weak, is 
presumably right, and should be interfered with only when the result- 
ing evils are so clear as to furnish the most obvious grounds for state 
action.”* 

* Taken by permission from Charles Gidc, Political Economy, pp. 137-38. 
Note. (D. C. Heath & Co., 1913.) 

* Adapted by permission from A. T. Hadley, Freedom and Responsibility, 
pp. 121-23. (Charles Scribner’s Sons, 1^3. Author’s cop>n[ight.) 
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337. THE FORMS OF ECONOMIC COMPETITION 
A* 

The chief forms of competition are five in number — commodity 
comjictition, individual competition, market competition, class com- 
petition, and race competition. 

1. By commodity competition is meant the competition due to 
the existence of social choices. Every individual is continually debat- 
ing with himself whether to purchase one commodity in preference 
to another. Where he is on the margin of doubt or of indiiTerence 
the slightest alteration in the price will cause him to substitute some- 
thing else. The principle involved is hence called the principle of 
substitution. The vendor must constantly be on the watch lest any 
increase of price cause the disappearance of his sales. We substitute, 
however, not only one thing for another, but also one agency of pro- 
duction for another: in the crucible of economic wants everything is 
finally tested by its capacity to alTord the greatest satisfaction. Not 
only will the consumer choose now this and now that commodity, but 
the employer will increase now his labor force, now his stock of ma- 
chinery, so as to secure the best results. The least change in the rate 
of wages or of interest may lead him to substitute the one for the 
other. It is only by replacing the less efficient by the more efficient 
factor that the producer is able to induce the consumer to select one 
commodity in preference to another. Competition of factors of pro- 
duction is thus really an adjunct to commodity competition. Com- 
petition through substitution is hence important in that it fixes a 
maximum limit beyond which prices cannot go. Every economic 
factor, like every economic good, may be in either actual or potential 
competition with another. The existence of competition, however, 
implies the mobility or free interchange of the factors of production 
from enterprise to enterprise and from commodity to commodity. 
When the fluidity of capital and the transferability of labor are com- 
plete, the competition is absolutely free. When there are hindrances 
to this mobility, we speak of economic friction. The substitution 
of one commodity for another may be hindered by legal, social, or 
economic causes. Under normal conditions, however, the compe- 
tition is real and effective. 

2. The competition of individuals with each other denotes a 
rivalry, not between the producers of different commodities or between 

‘ Adapted by permission from E. R. A. Seligman, Principles of Economics, 
pp. 141-45. (Longmans, Green & Co., 1905.) 
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the different factors of production, but between the producers of the 
same commodity or the same factors of production. Under normal 
conditions competition here puts everyone on his mettle, and success 
is a measure of the contril)ution to tlie social fund, dhe more a 
laborer produces, the higher liis wa^es will be; the l.iritcT the output 
of a particular cotton mill and the lower the cost at which it can 
market its goods, the greater will be the benefit to the c ouMimer as well 
as the advantage to the particular producer. Competition between 
individuals is in its results a struggle to enhanc c effic ieiu \ , to im lease 
faculty, to multi{)ly producti\e [>ower, to augment ingcuiuity, in short, 
to develop economic jiersonality. ddie more [lotent the personality, 
the greater will be the command over powers of nature, the more 
rapid will lie the development of the wealth whic h, although owned bv 
individuals, yet inevitably ministeis to the welfare of soc iety. 

3. By market competition we mean, not the competition of indi- 
viduals in the market, but the competition of markets with each other. 
Market competition include'^, indeed, both commodity competition 
and individual competition in the sense that in every market indi- 
viduals as well as commodities compete with each other, but it is 
something over and above these. Every grcMt city is continually 
striving to develop as a centre of distribution and exchange in the well- 
founded hope that the wealth thus amas^'cd will lead to produc live 
efficiency in other lines. Here again market comj)etition lixids to re- 
duced cost, and the struggle for market supremacy can be fought 
to a successful issue only through more effective service 

4. Class competition is the result of the differentiation of mocliTn 
society into groups of producers. VVe have, not oidy the great 
division into laborers and capitalists, but the further sei)aration of the 
latter into the owners of agricultural, commercial, and industrial capi- 
tal— that is, landowners, merchants, and factory owners- and the still 
further subdivision of each class into minor groups. Class competi- 
tion, while as inevitable as the other forms of com[)etition, is within 
proper bounds just as beneficial Whether the moneyed interest or 
the landed interest is more prosperous depends at bottom uj)on the ir 
success in making converts among the consumers, and the extent of 
conversion depends on w'hat they can offer in the way of lower prices 
or better products. The laborers and the capitalists again r(‘])resent 
competing interests, but the share of each in wages and profits 
depends ultimately on their relative contribution to the common 
product. 
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5. Race or national competition in its economic aspects is the 
final form of the modem struggle. The most marked characteristic 
of recent progress is the gradual substitution of peaceful rivalry of 
commerce for the sanguinary clash of arms. The modern weapon is 
not the javelin or the rifle but the enterprise of the domestic producer 
aided by the exporter. Every nation that has reached commercial or 
industrial maturity endeavors to seek in the foreign market a profit- 
able outlet for its own surplus production. This attempt to secure 
a market is indeed responsible for an occasional war. In the main, 
however, the struggle today is one for cheapness, and in the end it is 
not the large army or navy but the most efficient producer that 
permanently retains the neutral market. It is not to be denied that 
both a large army and a large navy may be needed to protect the com- 
mercial or other national interests; but the foundation of military 
greatness in modern times is primarily economic, and when economic 
efficiency has disappeared, military strength must also disintegrate. 
Here, again, national competition is salutary. The fundamental 
error of the old mercantilistic doctrine was the belief that what one 
nation gains in trade, the other necessarily loses. The modern doi- 
trinc is that every nation is helped by the prosperity of its neighboi, 
on the principle that the more wealthy the customer, the greater will 
be his purchases. Both nations may gain, although one may gain 
more than the other. 


Of all forms of human conflict, economic competition is the high- 
est. In no other form of conflict does success depend so much upon 
production or service and so little upon destruction or deception. 
There are three forms of economic competition: competitive pro- 
duction, competitive bargaining, and competitive consumption. 
Competitive production always works well; competitive bargaining 
sometimes works well and sometimes badly; competitive consumption 
always works badly. 

Of the three forms of economic competition the most advantageous 
and least harmful is that of competitive production. Production is 
service. Competitive production is, therefore, rivalry in the per* 
formance of service. In competitive bargaining we have more 
opportunities for harm because there are so many opportunities for 

‘ Adapted by permission from T. N. Carver, Essays in Social Justice, pp. 91- 
93. (Harvard University Press, 1915.) 
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deception and fraud. Most of the charges brouglit against the 
competitive system apply to competitive bargaining rather than com- 
petitive production. Howc\er, a mutual exchange of service or com- 
modities on a fair and equitable basis is a highly useful operation. If 
A has something which he docs not want but 11 cIocn, and B likewise 
has something w^hich he does not want but A does, it is oIa iousl\ to 
the advantage of both to ciTect an exchange. ]rc)\se\er, in the actual 
process of exchange we may normally expect both A and B to higgle 
for an advantage, and both arc under temptation to deceixe, and 
deception is always immoral. Because of the persisteiue of this 
temptation, a great deal of our law and lc\gal puKediire i.s coiuerncd 
with the task of preventing deception without inteifering with legiti- 
mate exchange. It is a dillicult problem, but because a thing is 
difficult is no reason for not doing it. 

When we come to the field of compc'titixc consumption, howexer, 
there is little that can be said in defence of it. It is the result of the 
lowest and least dcfendablc ([uality in human nature. It is the result 
of the desire to outshine our neighbors, or to axoid being outshone 
by them. The desire to show off, to attrac t notic e, and all the other 
tendencies which are summed up under the one word vanity arc 
at work here. 

While this is by far the worst form of economic competition, 
producing more exils than any other, having less that can possibly be 
.aid in its defence, it is a striking fact that comparatively few of our 
modern social reformers have given any attention to it whatever. 
They have attacked business competition, comi)etition in jiroduction, 
competition in exchange, but are singularly silent on competition in 
consumption. 

338. COMPETITION AND ECONO.MIC ERlxEDOM* 

I. The first and most obvious form of freedom is that of marriage 
and divorce. Marriage indeed is far more than an economic con- 
irivance, even though the historical forms of marriage have been 
influenced by economic forces to a greater extent than is commonly 
recognized. Freedom of marriage especially is a product of the 
modern economic life. Freedom of divorce, on the other hand, 
existed in early society, but was at first based on inequality. After 

* Adapted by permission from E. R. A. Seligman, Principles of Economics, 
PP. 165-70. (Longmans, Green & Co.*, 1905.) 
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the patriarchal and modern family had been constituted, the husband 
could divorce the wife, but not vice versa. The newer right of divorce 
which rests on equality is in large measure the result of the economic 
emaiK ipation of woman. Into the wider ethical and religious aspects 
of this great problem the present is not the place to enter. 

2. Next we have freedom of movement. In the Middle Ages the 
right of internal migration was often restricted. Under the settlement 
laws in Kngland, for instance, it was virtually impossible for a work- 
man to leave his native parish. In modern times the growth of 
freedom has brought the right, not only of internal, but of international 
migration. The restrictions on emigration still existing in Russia, for 
instance, are a relic of mcdiacvalism. On tlie other hand, the pro- 
hibition of immigration which is sometimes found in modern coun- 
tries must be judged in the light of liberty in the positive sense. 
Chinese immigration into the United States, for instance, is forbidden. 
Freedom of immigration, which in this case means prosperity for the 
employer and comparative comfort for the immigrant, implies 
permanent degeneration for the American workman and thus ulti- 
mate economic decay. It is a specious liberty, because based on 
incfiuality. 

3. We come next to the freedom of occupation. The right of 
choosing one’s profession was in former times hedged in by all manner 
of barriers. At its worst the system of caste and custom prevented 
progress because it put men into vocations for which they were not 
fitted. Freedom of occupation insures as far as possible the right 
man for the right place, and this leads to enhanced production and 
better distribution. The only restriction which modern society per- 
mits is the evidence of fitness, in those occupations where incompe- 
tence would imt)ly irresponsibility and involve injury to others as 
well as to oneself. The certificates required from doctors, dentists, 
engineers, plumbers, pilots, and the like are not a hindrance, but an 
aid, to true liberty. The apprenticeship regulations of the trade 
unions, however, are sometimes good, sometimes bad. Where they 
are designed to insure good work, or even to prevent the degradation 
of wages and the workman’s standard of life through the irruption 
of large numbers of underpaid apprentices, there is much to be said 
for the practice. But when the object is simply to keep out com- 
petent workmen and to erect a monopolistic closed corporation, as 
in the late stage of the guild system, the limitation is clearly 
indefensible. 
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4. Another kind of freedom is the freedom of association. The 
chief forms of association for economic purposes are combinations of 
labor and combinations of capital. In classic Rome, as in modern 
Russia, where both political and economic aims were sou^dit, we find 
a stern repression of labor associations. Even after the rij^ht of 
political and religious association had been won, howecer, combina- 
tions of labor were prohiljited. Under the modern factory s)’stcm, 
such combinations have assumed the form of trade unions. It was 
not until 1824 in England and con'.ideral)ly later in America and 
Continental Europe that the prohil)ition was removed. I'he legiti- 
macy of union, as such, is now accepted because it is recognized th.it 
it tends to secure the real freedom of the laborer. 1 he indicidual 
workman in a large factory is at a clear disadvantage in dealing with 
the employer; the union restores the ecjuality by securing the right of 
collective bargaining. In the same way the light of free assoc i.ilion 
of capital in the form of coiporation^ and other combinations has been 
acquired chiefly in the past half-century. Ifcrc again, however, 
when the nominal liberty of association results in a restraint of 
trade” or virtual monopoly inimical to the general interests, the com- 
munity is justified in curbing its excesses whenever the contest invoK es 
a crass inequality or is conducted without any sense of soc ial responsi- 
bility. The greatest care, liow'cvcr, must be observed in the analysis 
before the infringement of the right of association can be conceded. 
I'o abandon liberty because of a mere apprehended but imaginary 
inequality would be to sacrifice both liberty and eciu.ilily. A clear 
case must be made out before the law should be iinoked against the 
combinations of either labor or c apital. 

5. 'The fifth category, freedom of consumption, needs only a word 
in this place. The sumptuary laws of old which presc ribed in detail 
what should be eaten or worn wa*re sometimes wTll-intentioncd, but 
always mistaken. By restricting the exiiansion of wants, they really 
checked economic progress. Modern society has abandoned such a 
system completely, and wEere it becomes desirable in the interests 
of the public health or safety to prohibit the use of certain com- 
modities, like over-ripe fruit, or infected meat, or opium, the end is 
attained far better by a prcjhibition of sale, under the police power 
of the state, than by a restriction of consumption. 

6. We come, sixthly, to freedom of production, including freedom 
of contract and enterprise. Here, again, the emphasis has been shifted 
in modern times. The world has*outgrown the time-worn conception 
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of the citizens as the children of an all-wise and benevolent paternal 
government. It has been realized that governments are not always 
benevolent and never all-wise, and that with the growth of capital 
and competition better results can be secured by the repeal of the 
complicated and often contradictory provisions which throttle pro- 
duction and check individual initiative. It was this that the French 
manufacturers meant when they told Colbert laisscz nous faire and 
thus introduced a celebrated phrase. That was indeed the necessary 
destructive process of pulling down the barriers which impeded 
progress because they checked equal opportunity. It has been found 
requisite, however, in recent times to modify both the theory and the 
practice of laissez-faire in order to safeguard the interests of various 
classes of society. The complex requirements of modern life have 
necessitated a governmental regulation of many business enterprises 
in behalf of producers, of consumers, of investors, or of the general 
public. The difference between mediaeval and modern interference 
is to be found chiefly in the fact that the one sought to prevent com- 
petition while the other endeavors to enlarge its domain and to raise its 
level. 

7. Finally, we have freedom of trade. This is virtually included 
under the last head, since trade is a species of production. It forms, 
however, so important a part of the subject that it has generally been 
treated separately. The modern age has seen the emancipation of 
internal commerce from mediaeval restrictions of all kinds. The great 
controversy today centres about international trade. Here, again, 
the general hypothesis must be in favor of freedom. Free trade, 
however, is not necessarily and always beneficent. If the relative 
inequality of two countries in the production of a certain commodity 
is great, free trade may hinder in the weaker country the growth of 
an industry which might become relatively profitable or even highly 
necessary. Under such conditions protection, by building up the 
industry to the point where there will be a domestic competition, may 
help in creating that relative equality between the domestic and the 
foreign producer which will ultimately redound to the interests of the 
consumer as well. Such a policy is defensible only when protection 
actually increases real productive efficiency, and when the undoubted 
intermediate economic loss does not outweigh the ultimate advantage. 
Only in such a case is interference with freedom legitimate, because 
only then is it in the interests of a more real and beneficent ultimate 
freedom. 
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339. SOME INTERPRETATIONS OF THE CONTENT OF 
FREEDOM 

A> 

Two senses oj freedom . — In its external aspect, freedom i*: negative 
and formal. It signifies freedom from subjection to the will and 
control of others; exemption from bondage; release from servitude; 
capacity to act without being exposed to direct obstructions or 
interferences from others. It means a clear road, ch'ared of impedi- 
ments, for action. It contrasts with the limitations of prisoner, slave, 
and serf who have to carry out the will of others. 

Exemption from restraint and from interference with overt 
action is only a condition, though an absolutely indispensable one, 
of effective freedom. The latter reciuircs (i) jxisitive control of the 
resources necessary to carry purposes into elTect, possession of the 
means to satisfy desires; and (2) mental equipment with the trained 
powers of initiative and reflection reciuisite for free preference and 
for circumsi)ect and far-seeing desires 'I'hc freedom of an agmit 
who is merely released from direct external obstructions is formal 
and empty. If he is without resources of personal skill, without control 
of tools of achievement, he must inevitably lend himself to carrying 
out the directions and ideas of others. If he has not powiTs of 
deliberation and invention, he must pick up his ideas casually and 
superficially from the suggestions of his environment and appropriate 
the notions which the interests of some class insinuate into his mind. 
If he have not powers of intelligent self-control, he will be in bondage 
to appetite, enslaved to routine — imprisoned within tlie monotonous 
round of an imagery flowing from illiberal inteiasts, broken only by 
wild forays into the illicit. 


B* 

Seen from this angle, “liberty” takes on a new and greater mean- 
ing. Freedom from disease, from the handicap of inefhciency and 
illiteracy, from overcrowded and indecent dwellings, and unclcanli- 
ness, are incalculably more imiiortant to us than the old legal freedom 
of contract which once occupied the center of the stage. In order 

* Taken by permission from John Dewey and J. H. Tufts, Ethics, pp. 437-38. 
(Henry Holt & Co., 1910.) 

» Taken by permission from J. T.* Young, The New American Government and 
Its Work, pp. 497-98. (The Macmillan Co., 1915.) 
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to contrast the older, more formal ideal with this new substantial 
liberty, let us place the two side by side in parallel columns. 


The Older Constitutional Rights 

r. Right to the equal protection of 
the laws. 


2. Right of persons accused of crime 
to be safeguarded in criminal 
procedure. 


3, Freedom of speech, press and 
religion. 


4. No person shall be deprived of life 
without due process of law. 


New Economic and Social Right* 

1. Equal opportunities for all in the 
open market. 

a) The equal use of public facili- 
ties such as railways, canals, 
terminals, ware houses, 
wharves, etc. 

b) Freedom from unfair and cor- 
rupt methods of business 
competition, fraud, misrepre- 
sentation, combinations to 
destroy a competitor, exclu- 
sive contracts to stifle com- 
petition, etc. 

2. Riglit to real protection against 
criminals. Cheaper and quicker 
justice. 

a) A simplified, less technical 
procedure in both civil and 
criminal suits. 

b) A more complete, efficient 
and thorough police system 
in both city and country 
districts. 

c) A more careful sifting of the 
chance offender from the 
habitual ciiminal. 

3. The freedom of the consumer 
from cxtorlioiiate and oppressive 
charges in all articles of com- 
mon use, meats, foods, drugs, 
beverages, shoes, clothing, coal, 
tobacco, sugar, oil, express and 
transportation charges. 

4. No person shall be deprived of 
the opportunities of improve- 
ment, education, and recreation, 
even with due process of law. 
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The Older Constitutional Rights 

5. Freedom from compulsory quar- 
tering of soldiers in time of j^cace; 
freedom from searches and seiz- 
ures in homes and dwellings. 

6. No person shall be deprived of 
liberty or j^ropetly without due 
process of law. 


7. Right to bear arms. 


New Economic and Social Rights 

5. Freedom from overcrowded un- 
sanitary Iiouhes, factories, aiul 
stores; right to tenement and 
factory inspection and regula- 
tion. 

6. Right to full partii iicition in 
cKuiomic progress and a salary 
or wage p.iyment that will sup- 
port a reasonable st.indard ol 
living. 

7. Right to aesthetic and other 
higher enjoyments of civih/a- 
tion. 


We must see clearly that the old legal freedom was a means to an 
end. Wlien men were fighting a tyr.inl king or a selfish molhet 
country they wanted “liberty’’ to i)iirsue “ha|)i)iness’’ or “freedom of 
speech,” both of which were denied them. When their business is 
assailed by a combination, or their own and tlu'ir (.hildren’s chaiua's 
of advancement arc blocked by one or another (au^l', they demand 
greater “free<lom of business opportunity.” d'he ob 4 acles to pro- 
gress are different, the meaning ot “liberty” (diangi's. 


See also 62. Individual Knterj)risc under Feudali an. 
IT 2. What .Mobility Really Involvt-s 
226. k'reedom ol C'ontrart and Labot 
228. A Program of Refoiin, 

3Q2. d'he Development of Individualism. 


C. Competition as an Organizing Agency 

340. GENERAL SrATEMl-N T OE THE SERVICES OF 
COMl’EdinON 

A‘ 

What services are they which we look to competition to perform > 
The first of them is the determination of prices. By this deter- 
mination of prices it regulates, in the second pkue, the amount of 

* Adapted by permission from JoAn Bascora, Social Theory: A Grouping oj 
Social Facts and Principles, pp. 148-5 1 - (Thomas Y. Crowell & Co., i 8 g 5 -) 
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production. In the third place, by the same means, itadapts production 
to the wants of men, and, in the fourth place, improves it in quality. 

Competition determines prices. We wish the most skilful pro- 
(liit tion, we wish the low prices incident to it, and these we secure by 
the sifting processes of an active market. Y'et tins rc'^ulation is not 
perfect. There arc most undesirable and extreme lluctuations in 
[)ri(es, and adventitious forces find their way freely into them. The 
work is done; not perfectly, but we do not as yet see how it can be 
belter done. 

The rise and fall of prices determine the activity we can wisely 
direct to each branch of business. The automatic mcch.ini^m whi( h 
ap{)ortions human effort amon" the innumerable forms of production 
is set in motion by competition. Ifeie a<^'ain we make bad mistakes, 
and suffer the evils of over-production; but we can concei\e of no 
oversight which would take the place of the cagei , interested, universal 
waitchfulness called out by competitiem. The man wdio makes a 
mistake is immediately punished, and he wdio is alert and astute is as 
quickly rewarded. 

Competition is also constantly operatice in adapting commodities 
to the wants and tastes of men. T'he increasing suitableness ol 
products is one of the conspicuous gains of civilization, and is due 
almost wdiolly to that eager competition which is on the alert to dis- 
cover and call out a new demand. This impulse has also its evil side. 
Desires arc evoked hi a mischievous, as well as in a desirable, form, 
and trade, seeking immediate profit, proceeds in ovei sight of greater 
ultimate good. Yet the more substantial gains are usually found 
with the more sound and comprehensive jiurpo.^cs. 

Akin to this improvement in kind is the inifirovement in the 
quality of goods. Great successes arc often achic\’e(l in this direction. 
The enterprise that shows itself in superior quality of [iroduction unites 
at once personal and general welfare. Nor can we otherwdsc give 
equal vigor to this sjiirit of improvement. YTt here, as elsewdiere, 
our gains are accompanied with corresponding losses. Competition 
is responsible for those imitations and imperceptible changes which 
cheapen products without an equivalent reduction of prices. Each 
advance gives occasion to a regression by which our gains are in part 
stolen from us. 

Competition, through its service in settling price, quantity, adap- 
tation, and quality, becomes the chief instrument in distribution. 
While we are by no means satisfied with the way in which products 
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are divided among producers, we are at a loss to discover any more 
just principle than that involved in competition, or any practical 
method of distribution promoting more effectively the general purpose 
of social discipline. 

B* 

The peculiar claims urged in favor of a society organized on the 
competitive basi^, arc familiar to all. Perhaps the most im])orliint 
of these is that men are in this manner guaranteed full enjoyment of 
the fruits of their labor, and on this ae count will be zamIous in its 
application. Competitive society also pro\ides for ease of movement 
from one grade ot labor to another, or from one business to anolluT, 
and thus ensures elasticity in thought and expansion of j)urj)o.se as tlu' 
result of the manner in which motixes arc applied to individual con- 
duct. Under sue li conditions it is the future and not the j).ist that 
claims the attention of men. It is hope and ambition, rather than 
fear and apprehension, that move the energies of men. We should 
not forget that the material progress of the nineteenth century is in 
large measure due to tlic mobility of action which the idea of cc]ual 
rights before the law brought into modern life. It may, howexer, 
be remarked in passing that the energy displaxed in modcan society 
is due to the openness of op()ortunity in all forms of industry. Jxac h 
competitor imagines himself the successful runner for the pii/e he 
iceks; but should the practical dilhculties of attaining siuccss c“\cr 
ccene to be so great as to restrict the number of contestants, the 
healthful activity which now follows high anticipations would be re- 
placed by the lethargy of hopelessness. It is a niisi.dvc to conclude 
that equal opportunities are surely maint. lined by granting ecjuality 
before the law. 

341. COMPETITION AND THE SURVIVAL OF FORMS OF 
ORGANIZATION 

A» 

On markets naturally restricted by the absence or imperfection 
of the means of communication and the guaranties of security the 
multiplication and development of industrial undertakings have been 

'Taken by permission from H. C. Adams, ‘‘The Relation of the State to 
Industrial Action,” Publications of the American Economic Assotialion, I (18S6-87), 
500-501. 

* Taken by permission from G. de Molinari, The Society of Tomorrow, pp. 98- 
99. (G. P. Putnam’s Sons, 1904.) 
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production. In the third place, by the same means, itadapts production 
to the wants of men, and, in the fourth place, improves it in quality. 

Competition determines prices. We wish the most skilful pro- 
(liit tion, we wish the low prices incident to it, and these we secure by 
the sifting processes of an active market. Y'et tins rc'^ulation is not 
perfect. There arc most undesirable and extreme lluctuations in 
[)ri(es, and adventitious forces find their way freely into them. The 
work is done; not perfectly, but we do not as yet see how it can be 
belter done. 

The rise and fall of prices determine the activity we can wisely 
direct to each branch of business. The automatic mcch.ini^m whi( h 
ap{)ortions human effort amon" the innumerable forms of production 
is set in motion by competition. Ifeie a<^'ain we make bad mistakes, 
and suffer the evils of over-production; but we can concei\e of no 
oversight which would take the place of the cagei , interested, universal 
waitchfulness called out by competitiem. The man wdio makes a 
mistake is immediately punished, and he wdio is alert and astute is as 
quickly rewarded. 

Competition is also constantly operatice in adapting commodities 
to the wants and tastes of men. T'he increasing suitableness ol 
products is one of the conspicuous gains of civilization, and is due 
almost wdiolly to that eager competition which is on the alert to dis- 
cover and call out a new demand. This impulse has also its evil side. 
Desires arc evoked hi a mischievous, as well as in a desirable, form, 
and trade, seeking immediate profit, proceeds in ovei sight of greater 
ultimate good. Yet the more substantial gains are usually found 
with the more sound and comprehensive jiurpo.^cs. 

Akin to this improvement in kind is the inifirovement in the 
quality of goods. Great successes arc often achic\’e(l in this direction. 
The enterprise that shows itself in superior quality of [iroduction unites 
at once personal and general welfare. Nor can we otherwdsc give 
equal vigor to this sjiirit of improvement. YTt here, as elsewdiere, 
our gains are accompanied with corresponding losses. Competition 
is responsible for those imitations and imperceptible changes which 
cheapen products without an equivalent reduction of prices. Each 
advance gives occasion to a regression by which our gains are in part 
stolen from us. 

Competition, through its service in settling price, quantity, adap- 
tation, and quality, becomes the chief instrument in distribution. 
While we are by no means satisfied with the way in which products 
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of daily wages, in the form of stock, the effect would be gradually 
to transmute the partial co-operation into the complete form. New 
establishments started on tliis plan have, as a rule, peiished in their 
infancy. 

The survival of full co-operation, in the long rivaliy of systems, 
dcf)cnds on its power to excel other systems in the results which it 
ultimately yields. Failures at the (nil set may deter experiments 
in this direction and make the introduction of this method proceed 
slowly, but they do not change the law of sur\i\al d'hat is a (pies- 
tion, not of initial risk, but of results gained by the successful e\peri- 
ment. If one cotton mill run on the co-operati\e plan shall ever 
surpass other mills in economy of pnnluction to an extent that will 
enable it to undersell their product in the market, it may ultimately 
compel them to ad(jpt this method, though a sc'orc of eailier experi- 
ments have failed. 

The new political economy must recognize as one of its i)rin- 
ciples this special and higher competition by which systems are 
tested. 

342. TFRRITORIAT. COMlM'/mTON’ 

The competitive features in the western movement of grain lo 
primary points is sliown by the aid of the map indie aling the relation 
i;c^wecn diiTercnt prodin tix'e areas and i)rimary markets which com- 
pete thnnigh the railroads reaching these areas, d'heeiitiie iioith- 
western and western situation is tlius j)r('sented at a glance. It 
reveals the fact that a given area may today be commeu iall) ti ibulai y 
to Chicago, tomorrow to St. Louis, and next day to Kansas City. In 
other words, while, as a general thing, grain goes to a j)articular market 
there is no considerable territory that does not have the clioic e of 
two or more primary markets. A cent or tw'o diiference will turn the 
tide from hundreds of shipping points to other markets. 

EXPLANATIONS OF NUMBEKS ON MAP 

No. I. Tributary, as a general rule, to Minnea[)()hs and Duluth. If at 
times the Chic.igo market is manipulated, or exir.iordmary' demand exists, 
wheat from this territory will move to Lliic.igo. 

No. 2. Wheat from thi> legation moves cither to Chicago or Mil- 
waukee. At times, however, the western portion will go to Minneapolis or 

‘From the Report oj the huiustrial Coihmission, 1900, VI, 47 



No. 3. \\ heat ftom this location is naturally tributary to Milwaukee, 

Ashland, Manilowoc, or Green Bay. 

Nu. 4- Wheat from this location is tributary to Kansas City, St. Louis, 
or Chicago. A slight variation in prices will take it away from one market 
to another. 
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No. 5. Territory is either tributary to ('hi<..igo or St. Louis. Any 
slight variations in the market will pull from one to another. 

No. 6. This territory tributary to St Louis, unless Chicago markets 
are being manipulated or are badly out of line 

No. 2A. Wheat fiom this sedion moves primal ilv to C'hieagoor Mil- 
waukee, but is also r[uite likely to go to other mai kei s norf h or south. 

No 4 or 5. Wheat from this seition moves jiiimanU to Kansas (ht v, 
St. Louis, or Chicago, but m.iv go to other markets. 

343- COMPKirnON OF CITIFS AND MARKKl'S 
A' 

The history of the distiibution of the sur[)Ius grain from (he in- 
terior maikets at whidi it has hemi adumulaled to the (cnli'is of 
consumption eastward and southward is summed up in otu* \\or<l 
competition. During (he past lenttny the m<iin lines of (h-d i ihul ion 
have shifted se\'eral time's, first, the grain went south 1)\ wa\ of t!u' 
Ohio and the Mississippi ri\ers, from (dm nmati .ind M Louis to Vcw 
Orleans, thene e to the east by coast w ec ships, oudL ^ the ope'iiing 
of the Isrie Canal (iSa5) turned the ceieal mocement cMstw.iid (0 Xc'w 
York; thirdly, the railroads and the kdees competed foi the giain 
Iraflie (i8()o 70'); fourthly, the raihoacls and the Icrie ('.inal k( j)l 
up a competitive stiiiggle for ten )eais, and, lifthly, the rise of the 
sc uthern mo\ement of grain tralLn by rail to (he Culf bee ame a 
pe rmanent fac tor again. 

The internal distribution of cereals is an eastern and soutluin 
movement from the interior centc'rs of piimai\ supply, d'he rate of 
the movement depends on sexeial fac tors. '1 he- dem inds of clomc'^tn 
consumi)tion arc the first factor in importame, the recjuirements 
of the export tiaelc the second factor Aluch of (he cereal suiphis 
reaching primary markets in the interior, liowc' er, is coimumed thc're, 
and nexer enters into the distributive niocenic'iit as cereals again, 
d'he concentration of the brewing and malting business closer to the 
western sources of sup[)ly has, for e.\ami)le, greatlx redia ed the east- 
ward movement of b<irley. The mailing “tiust^,'’ policy thus affects 
distribution. The ascendancy of milling interests at primary markets 
likewdsc reduces the volume of internal distribution of gram. Minne- 
apolis grinds 65,000,000 bushels of W'heat annu.illy. I'he giowth of 
stock-feeding interests in 'bexas has so stimulated tlie local production 
of corn as to close to Kansas a once important southern market. 

* Adapted from the Report of the lndu:>trial Commission, 1900, VI, 111-14, 124. 
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Such changes are constantly taking place, which change the volume, 
the course, and the character of the cereal movement. 

Besides the competition of railroads with waterways in the dis- 
tribution of grain and the competition of railroads with one another, a 
third factor of cfiual importance enters into this movement-- that is, 
the competition of the seaboard cities for the control of the cereal 
movement. 

On the Atlantic seaboard there are five ports connected by rail- 
way lines with the primary grain markets of the interior, either by rail 
or ])y water and rail routes. The shortest rail line had formerly been 
regarded as in the best position to get this traffic from tliecastf'rn lake 
ports to the seaports. This favored carrier was the New York 
Central; and New York City, by virtue of the Erie Canal, was 
regarded as naturally entitled to the lion’s share of tlic grain traffic 
to the East and for export. While this position was conceded by 
other carriers, it was not accepted as the end of the matter. Other 
roads, naturally less favored, found in reckless competition a means 
of wresting concessions from the Central in the form of a dilTcrential. 
This difTerential was an attempt to equalize the opportunities for 
getting eastward traffic among the trunk lines, by maintaining lower 
rates for less favored roads in proportion to the disadvantage of extra 
rail distance above that of the Central. 'The differentials granted 
at first to Boston, Philadelphia, and Baltimore covered disadvantages 
in exportation also from these ports. Later, this differential was 
extended to Newport News, as a means of setting limits to the competi- 
tive struggle for a division of traffic among the trunk lines concerned. 
This arrangement, as a working basis among competing grain lines, 
began in 1876, and has not since been successfully attacked in prin- 
ciple, though there have been reductions in the amount of the 
dilTerential. Such seems to be the state of the question as far as it 
concerns tlie grain movement to tlie seaboard cities of tlie United 
States. 

From tlie standpoint of the interior cities, competition is quite 
as keen as it is among the seaboard cities in the distribution of grain. 

It seems clear, then, that the existing system of distribution of the 
visible supply of grain involves three main commercial interests: first, 
that of the grain-carrying tran.sportation lines; secondly, that of the 
competitive inteiior markets at which the movement begins; and, 
thirdly, that of the seaboard cities at which internal distribution 
ends. All of these interests act and react one upon another, and the 
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existing system has been wrought out under the impact of their 
powerful influences. 

B* 

A disturbing factor of the first magnitude arose through the revival 
in recent years by the railroads leading to ports on the Gulf, of tlie 
carrying of grain for export to those ports. Many years ago attempts 
were made to take grain to New Orleans by boat down the Mississi])pi 
River, but in the wxirm climate it became saturated with moisture in 
the vessels’ holds. The endeavor of the railroads extending to the 
Gulf to build up their traflic in grain began anew with the large 
crops of iQoo, and made considerable progress during the two or 
three subseciuent years. At first the^e railroads made rates far 
below those in effect to the Atlantic seaports. 'i 1 ie railroads serving 
the Atlantic seaports retaliated, and in natural course there were 
rate wars disastrous to the revenues of the railroads and unsettling to 
the grain business. After a test of strength by the fighting railroads, 
the subjcc t of an eciuitable differential between the ports of tlu^ A tlanl ii 
and those of the Gulf was taken up for mutual serious c onsider.il ion 
and discussion. The Gulf railroads claimed that because of the 
shorter distance to their ports from the grain fields, their low-grade 
lines, upon which the expense of handling was not so gre.it; because 
0/ the moisture that accumulated in the grain, impairing its quality 
so that it brought lower prices in the Eiirope.in markets, small 
elevator facilities; the longer water route to kairope and higher \e^sel 
rates; irregular and less elTicient vessel service, .and higher m.irine 
insurance, they should have a differential of from 6 to 8 cents per 100 
j)0unds under the Atlantic rates, dflie Atlantic railroads replied that 
by means of recent im-entions the Gulf gr.iin can be thoroughly dried 
at little expense; they produced certilicates from Ihiropean de.ilers 
that grain from the Gulf ports averages as high in c|uality as that from 
the Atlantic ports; claimed that the dilTercaice in time between a 
trans-Atlantic ^'oyage from the Gulf polls and from the Atlantic 
ports was not of great importance; that while the regular stcamshij) 
sailings are not so frequent, the Gulf ports are well supplied with 
tramp vessels; and on account of the^c and other consideration^ 
urged that the dillerential should not e\ceed 3 cents under Baltimore, 
which w^ould be equivalent to 4 cents under Philadelphia and 4^ cents 
under New York. There was finally a compromise. 

* Taken by permission from L. G. McPherson, Rudroad Freight Rates, pp. 122 - 
23. (Henry Holt & Co., 1909.) 
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344. COMPETITION AND THE FATE OF INDUSTRIES' 

Suppose that the market price of iron, as fixed by supjdy and 
demand, is insufficient to cover the expense of producing it. No 
investor seeking a business opening is likely to go into the production 
of iron, nor will tliose already engaged in the business increase their 
plant or even renew it when it wears out. If at the same time there 
is another article, for inslame, copjier, whose market price, as fixed 
by supply and demand, affords a large excess over the expense of 
production, new investors will seek to [iroduce copper, wliile those 
already engaged in the business will extend their plant and keep it up to 
the highest standard of eflkieiuy. W'e shall sec a diminution of the 
output of iron and an increase of the output of copper, by a process 
which, though not generally iinolving actual transfer of capital from 
one industry to another, amounts to the same thing in its elTcct on the 
community. The permanent supply of iron being diminished, while 
the conditions of demand remain the same, the producers will be 
able to charge a higher price and yet dispose of the total product; 
while, conversely, the permanent supply of coj)pcr being increased, the 
producers will be forced to charge a lower price in older to call forth a 
corresponding demand. This process will go on until the profit in the 
production of copper is no greater than that in the production of iron. 

This adjustment actually takes place among the inclustiics of the 
country as a whole. There is a constant supply of free capital and 
labor seeking investment in localities and industries where the higher 
profits are to be obtained, and not entering those where the profits are 
lower. This process tends to force down the prices of products in lines 
where they have been unfairly high, and to maintain or increase them 
in those where they have been disproportionately low. 

Under the modern industrial system there is first a temporary 
adjustment of the demand to the supply by the commercial competi- 
tion of merchants, which lowers (or in the converse case raises) 
the ])rice to make it correspond to the marginal utility. This 
temporary adjustment results in market price. Then there is a 
more permanent, though less accurate and unix ersal, adjustment of 
the supply to the demand by the induslrial competition of investors, 
which lowers (or in the converse case raises) the price (and the 
marginal utility) until it becomes proportionate to expense of produc- 
tion. 

‘ Adapted by permission from A; T. Hadley, Economics^ pp. 86-87. (D. P. 

Putnam’s Sons, 1899.) 
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345. WHAT FIRM SHALL SURVIVE WITHIN AN INDUSTRY ?' 

The factors of competing strength can he arranged as follows 
First, there is involved what may he called the “prodiu live efficiency ” 
of the firm. Productive elTiciency (lcj)ends on organi/alion; on the 
competence with which the actual process of transforming raw 
material into finished products is (ariied out; on the economies made 
in skill, time, and material, business management is the \ital ques- 
tion to decide on in this respect. 

Second, there is tlie element of risk. In a conqilete study of pro- 
ductive eiliciency tliis might claim to he ha hided, hut it is imjioitant 
enough to he considered apart. The internal organiAilion of a fiim 
is a dilTerent thing from the lelalions in which it sets itself to tlie con 
siimer or to other films. There may he \ery great etlicicmc)' in the 
production of goods that arc not wanted. A liim, which is to he 
strong in resfiect of risk, must know how' to make lhc‘ risks that nuisi 
he made, and that are inseparahle from entei prise, how to lake the 
risks that are gi\en liy conditions of the maiket over which it has no 
direct control, and how’ to hear the losses which arc incidental to the- 
less calcLiIahle line tuations of a wide m.irket. This is a Cjiiestion which 
depends largely on the jUTsonal cpialities of those who are in com- 
mand, a strong ship wall he steered hadly if the ca[)tain either doc's 
not know his chait and the signs of the weather, or docs not inspire 
harmon}' and conlideiue in his crew. 

I'lird, competing power invoices hargaining strength, d'his 
largely determines the conditions on which a firm (an obtain its own 
supt)hes or dispose of its own prodiK ts. We e\( hide from consideia- 
tion all harg.iins made hy a firm wa’th its ricals on the same industrial 
level with regard, for inflame, to partitioning the market, bargains 
of this sort are usually regarded as foims of indiistiial combination. 
We take account of the relations of a firm to those from whom it 1)U\ s 
or to whom it sells, for these affec t its stiength as a (ompetitor with 
other firms on its own level, and it is of competing power that our 
analysis is being made, hargaining is then of two forms. What is 
called the ‘Miiggling of the market” is a process having reference to 
the terms of a particular transaction, as well as to the hargaining 
parties alone. It alTects the comj)eting power of eithei linn against 
its rivals; hut it has no direct refeience to the rix'aK of either. On the 
other hand, hargaining may he of a form which e.xtends beyond the 

* Adapted by i^rmission from D. H. Mai.(/rcgor, huiu^lnd Combinaiion, 
pp. 13-15. (G. Bell Sons, Ltd , i(;o6 ) ^ 
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particular transaction or the particular parties involved; any exchange 
of goods is made on conditions that are determined by a wide contract, 
which gives their whole validity to the conditions of a particular 
transaction; and the contract is directly aimed at the rivals of the 
bargaining parties. Such are the boycott and the rebate. 

Fourth^ there is a factor which it seems best to describe as “re- 
source.” It includes all those forms of industrial strategy and tactics 
which a firm employs to enhance its competing power, but employs 
solely by its own exertions, and not through bargains. A firm which 
negotiates fora cheap supjdy of coal is using its bargaining strength, 
if it buys its own coal mine it is using a method of resource. The 
forms of resource arc as incalculable as opportunity; the discrimina- 
tion of price is, as yet, the best known of them. 

The factors of the comf)eting strength of a representative organi- 
zation are bound up with each other. Any separation of them is pro- 
visional and ideal, in order to facilitate their study. 

346. COMPETITION AND THE SURVIVAL OF INDUSTRIAL 
METHODS’ 

When the handicraftsman begins to find his product undersold by 
the machine-made article, his first instinct is to engage in a desperate 
competition with the new process, lowering his rale for hand labor to 
keej) pace with the diminibhed cost of the machine product. This is 
obviously the “line of least resistance.” No newly devised machine, 
worked by novices, and not yet perfectly adapted to the process, can 
convince a skilled handworker that it will ever succeed in turning 
out as good an article as he can make, or that the saving of time will 
be at all considerable. The very fact that a lad or a girl at ten or 
fifteen shillings a week can perform the new jirocess with ease only 
confirms him in his attitude of disparagement and incredulity. In 
such a mood a man docs not throwaway the skill which is his property 
and stall of life, to consent to become either a machine-minder at one- 
half or one-third of his accustomed wages, or else begin life afresh 
in some entirely new occupation. He confidently pits his consum- 
mate skill against the first clumsy attempts of the undeveloped 
machine, and finds that a slight reduction in the Standard Rate for 
hand labor is all that seems required to leave his handicraft in full 
command of the market. His well-intentioned friends, the clergyman 
and the district visitor, the newspaper economist and the benevolent 

‘ Taken by permission from Sidney and Beatrice Webb, hidusirial Democracy, 
pp. 4I4 --i 6. (Longmans, Green & Co., 1902.) 
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employer, combine to assure him that this— the Policy of Lowering the 
Dyke— is what he ought to adopt. But, unfortunately, this is to 
enter on a downward course to which there is no end. The machine 
product steadily imj)roves in quality and falls in price, as the new 
operatives become more skilled, and as the speed of working is in- 
creased. Every step in this evolution means a further reduction of 
rates to the struggling handworker, who am only make up his former 
earnings by hurrying his work and lengthening his hours. Inevitably 
this hurry and overwork deteriorate the old (luality and character of 
his product. The attempt to maintain his family in its old ])Osition 
compels him to sacrifice everything to the utmost possible rapidity 
of execution. Ilis wife and children are pressed into his service, and 
a rough and ready division of labor serves to economize the use of the 
old thought and skill, d'he work insidiously drops its artistic quality 
and individual character. In the losing race with the steam engine, 
the handwork becomes itself mechanical, withoutac([uiring either that 
uniform excellence or accurate finish which is the outcome of the 
perfected machine. Presently, the degradial hand product will sell 
only at a lower price than the machine-made article. The worse the 
work becomes the more irregular grows the demand. Those select 
customers who have remained faithful to the hand product lind, by 
degrees, that its former qualities have departed, and they one by one 
accept the modern substitute. And thus we reach the vicious circle 
of the sweated industries, in which the gradual beating dowm of the 
rate of remuneration produces an ine\i(ablc deterioration in the 
(|uality of the work, w'hilst the inferioiily of the product itself maki^s 
it unsalable excejit at prices which coinjiel the payment of pro- 
gressively lower rates. The handworker, who at the beginning 
justifiably felt himself on a higher level than the mechanical minder 
of the machine, ends by sinking, in physique and dexterity alike, far 
below the level of the highly strung factory of)erative. lliere is now 
no question of his taking to the new process, w'hich has risen quite 
beyond his capacity. He passes through the long-drawn-out agony 
of a dying trade. 

347. WHAT MARKETING METIIOD.S SHALL SURVIVE?* 

What is the trouble ? 

Ask this question of the manufacturer, the jobber, and the retailer 
successively and you ascertain that the “other fellow is to blame.” 

‘Adapted hy pcrmiso'on from P. T. Chrringlon, Advcrlhing as a Business 
Force, pp. 30-35, 157-204 (Doublcday, Page & Co., 1913. Copyright by 
Associated Advertising Clubs of America ) 
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“If,” says the manufacturer, “Jones, the jobber, hadn’t put 
out his private brand in competition with mine, I wouldn’t have 
had any fault to find. He’s pushing his own goods and at the 
same time handling mine. He won’t let me know where my own 
goods are for sale, for fear I’ll go over his head to the retailers. 
(Consequently, between inability to stimulate and help my dealers, 
and the jobber naturally pushing his own brand in preference, I’m 
up a tree, and I’ll go direct to the retailer, if he doesn’t come to 
time.” 

“If,” says the jobber, “Martin, the manufacturer, hadn’t cut 
me out and gone over my head direct to the retailer, I wouldn’t have 
put out my private brand.” 

“If,” says the retailer, “Jones, the jobber, hadn’t gone also into 
the retailing business. I’d not have accepted the direct prices of the 
manufacturer and wouldn’t have gone into the field of wholesaling, 
too.” 

The jobber, the manufacturer, and the retailer are interchanging 
functions. Park k Tilford are retailers, with a chain of stores, as 
well as jol)])crs. Francis II. Leggett & Co., of New York, are becom- 
ing advertising manufacturers of Premier products, as well as jobbers. 
Here are two jobbers reaching both ways, causing dissatisfaction 
to the manufa( turcr and the retailer alike. 

'J'he manufacturer, in ordei to have a finger in the messing up of 
the situation, has been known, not only to go over the jobber to the 
retailer, but also to jump at once to the consumer. An example is 
Browning, King & Co., clothing manufacturers and retailers, in 
fifteen cities. 

Of course, the retailer couldn’t stand all of this meekly. So we 
see in the James Butler string of grocery stores a retailer who 
demands jobbers’ prices of the manufacturer and who is even doing 
some of his own manufacturing. Marshall Field & Co., of Chicago, 
do a large jobbing business. Wanamaker’s, of New York, has 
just organized a wholesale department. All these were at first 
retailers. 

If James ILitler can buy groceries direct from the manufacturer 
at jobber’s discounts, how can the little retailer on the corner, who 
is strictly minding his own business as retailer, possiblv compete? 
Butler can sell his goods at prices that are “cost” to the little fellow. 
And the little fellow must live. He, therefore, is doing his part in 
stirring up the dust, and by association with other little fellows, 
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putting himself on even buying terms with Butler, fhose depart- 
ment stores that get jobbers’ discounts are also regarded as just as full 
of threat to the retailers’ business. 

For their part such enterprises as those of Butler grit their teeth, 
and mutter something about “competition of jobbers” and “survival 
of the latest.” Indeed, the department stores, Butler, ci al., insist 
that they must have the jobbers’ discount or they can’t do business 
in competition with the retailing jobber. JMacy’s, or Saks’s, or 
Marshall Field’s, or the May department stores seem to have some 
justification in their explanation in view of the invasion of the retail 
field by the powerful If. R. Clallin interests. 

It is a battle of giants, and the little fellow, biaa’ng without any 
discount, ran only sense the lump in his throat and grab at the crumbs 
of patronage that are thrown his way. If it is going to be his fate to 
be blotted out, he mu^t get such comfort as he can from the fact that 
he went down in a })itifully unequal conllict, not with men, but with 
natural economic forces that tend to crush their j)ath to the con- 
sumer by the shortest and the cheapest route. 

And above all looms the manufacturer. Altogether he is the 
strongest factor in the fight. If he is an advertising manufacturer 
(and it is the advertising manufacturer we arc considering) he rules 
the situation, in the last analy.sis. lie has made his goods known, 
through their trade-mark, to the consumers. He is the maker of the 
< hings which this country eats, wears, sleeps on, plays with, and works 
wUh. Demand is the voice to which all listen, and subslitution can 
only make a feeble effort to resist or modify it. 

The manufacturer in many cases is ac ting the jobber for himself. 
Heinz’s 57 Varieties don’t gel onto pantry shelves by the jobber road. 
They go from manufacturer to storekee])cr. So with Kirkman’s 
soaps, so with much trade-marked clothing, so with National Ifiscuit, 
so, to some extent, with Armour & Co. and their canned goods. And 
these are only a few. 

But, as a rule, it is certain that most manufacturers would prefer to 
sell through the jobber to any other method. It saves them having 
direc t relations with thousands of retailers. 

The whole mix-up has been caused by the attempt of some manu- 
facturer or wholesaler to cut out one or more steps in the old-time 
distributive process, which was from manufacturer to jobber, to 
retailer, to consumer. The consumer holds the key — he will buy 
where he can get the best goods cheapest. While this tendency is one 



9i8 


INDUSTRIAL SOCIETY 


i 

of the most natural in the world, it has developed strife and ill-feeling 
to a remarkable degree. Caught in the swirl of changing trade cur- 
rents, every factor concerned has at times turned upon another, 
accusing it of being at the bottom of the whole trouble. 

Having thus discussed some phases of the place of the “old” 
or “regular” type of retailer, let us turn to an examination of some 
of the various forms of retailer of more recent development. The 
department store, the chain store, mail-order retailer, and the 
co-operative commercial enterprises are of comparatively recent 
growth and each of these as well as the various other types of 
concentrated or modified retailing method introduces new prob- 
lems. 

A list-preparing company in New York offers for sale a prepared 
list of 3,836 department stores, while a St. Louis addressing company 
offers to sell a list containing the names of 3,912 such concerns in 
the United States. From this it would appear that there are at least 
3,800 stores in the United States which rank themselves as department 
stores, although, of course, by no means all of these are stores of any 
very great size. 

Chain-store systems can hardly help following the common course 
of business. They will grow, compete with each other, and begin to 
combine. And in the course of competition they will exhaust every 
expedient to make and save profits. They will make the fullest 
use of the advantage given them by their large buying power in 
dealing with individual manufacturers, both those who advertise and 
those who do not. 

IVlanufacturers, in fact, are nearly up against the stark logic of the 
situation; the battle for markets is going to be fought out in the retail 
store, and the competition of the next half-decade is going to be not so 
much between individual manufacturers as between manufacturers 
who arc seeking retail outlets, and the retailers who are growing up 
into imperious competitors with retail outlets assured. 

For a time the growth of the mail-order business was so rapid as 
to cause alarm to tlie jobber and the small wholesaler, but of recent 
years, while the growth has continued in the case of a few of the better- 
organized mail-order houses, the great flock of less well-organized 
institutions, which threatened to take over a great part of that portion 
of the retail business of the country which could be done by mail, 
have become less conspicuous. It now seems probable that while 
the few big houses will grow normally and perhaps even phenomenally, 
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the mail-order business has distinct limitations which will prevent 
this type of retailing from cutting much more heavily than it already 
has (lone into the retail business of the countr}^ as a whole. 

One of the most important elTects of the development of the mail- 
order house is the fact that their success has driven department stores 
and even wholesalers, not only to do a larger mail business, but to 
conduct their imiil business mudi more satisfactorily than they ever 
did conduct it before. 

Co-operation between the succcssi\e steps in the distribution 
system is of very recent origin in this country, although it has been 
successfully employed in England and on the Continent for a number 
of years. It has assumed various forms in this country, some of the 
co-operative enterprises being between one set of selling factors, 
while other forms attempt to unite entiiely dilTerent factors. 

Another form of co-oi)cration, which is found in various parts of the 
country, is that in which the retail concerns have joint control over the 
wholesale house. 

This organization goes one step further than the various buyer's 
exchanges or associations *vhich have grown popular in the grocery 
trade of New York, Philadelphia, and other Eastern cities. In these 
associations the retailers aim to combine their buying capacity in 
order to secure jobbers’ rates. What is really done is to set up a 
co-operative organization which virtually serves the purpose of a 
jobbing house for them. 

Another form of co-operation is that illustrated by the United 
Store Association, which designs to take over for a series of retail 
stores in various lines .some of their common functions, performing 
them on a co-operative basis, and, presumably, more cheaply and 
more satisfactorily than they can be performed by the individual stores. 

Still another form of co-operation, wdii( h already has been men- 
tioned, is that in which the consumer shares in the profits of the 
retail concern, gradually extending its operations backward from the 
retailer through successive steps of distribution or even into the pro- 
duction. This form of co-operation, which is so well known in con- 
nection with various European enterprises and particularly with 
enterprises in Great Britain, has not gone very far in this country. It 
is in this field that we may look for very important developments 
within a comparatively few' years. 

The chain store, the mail-order house, and the co-operative 
enterprise have not yet shown what position they are to occupy in the 
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retail distributio/i system of the United States. As nearly as one 
can judge from present conditions and methods, it seems probable 
that all three have only begun their growth, and it seems to be a safe 
forecast that at least the chain store and some forms of co-operative 
enterprise will very soon become extremely important competitors of 
the “regular” retailing system. 


See also 254. Concentration in Marketing. 

3^8. coiMrurnTON and fair price> 

'Die old theory of value was that c\’ery article had a just price; 
that the buyer would naturally try to })ay less than that price, the 
seller to exact more; that whichever man succeeded gained a slight 
earthly advantage at corrcsj)onding j)cril to his soul— this peril being 
especially great in the case of the seller, because he was usually more 
skilful than the buyer and was likely to make this unfair gain a means 
of livelihood. For the double piujmse of protecting the bu) cr against 
dangers in this life and the seller against dangers in the life to c'ome, 
it was habitual for the authorities to fix prices on many of the articles 
of common use, and to exae t sex ere penalties for any xariation from 
these prices. If the authorities thought that a loaf of bread ought 
to cost two i)ence, they set the price acc'ordingly and cut off the 
ears of the offending baker who should undeitake to charge more. 
Of course the result of this was to fix the price at two pence. No 
baker was going to jeopaidi/c his soul’s salvation and his ears at the 
same time, d'he effect of this low price was that the consumers used 
bread as freely as before, instead of economizing it; and after a few 
weeks in place of the slight deficiency of supply which was tending 
to cause the increase in price, the community found itself face to face 
with an actual scarcity of the necessaries of life. The artificial 
system of (iriie regulation had intensified the very evil that it was 
intended to prevent. 

This experience with sales and prices was the basis of the princijile 
of competition, which has taken such a hold on modern industrial life. 
If the goods arc scarce, we let the buyers bid against one another, 
holding that by this process of selection we shall \m\. such supplies as 
we have in the place where they are most urgently needed, and shall 

‘Adnplcd by [HMiiiission fiom A. T Il.idley, Freedom and Rcsponsilulily 
pp U7-21, (Cluirk's Si ribiuM 's Sons, 1903. Aullior’s copyright.) 
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stimulate real economy in the use of the article by the temporary 
increase in its price. If the seller thus obtains a considerable gain, 
we regard this gain as fairly due to his foiediought in providing the 
market with a supply of goods which would otherwise h.i\e been 
absent; and we interfere only when, by some combination or mo- 
nopol}’, he has prodiued an aititaial siarrity instead of helping to 
meet one \\hi( h already existed from natural causes. We believe also 
that the best remedy for a scarcity is to stimulate comj)etition on the 
part of other producers who will devote their eneigies toward bringing 
new supplies to market, and who, if the scarcity is wadespread or long 
(ontinued, will invest new' (aj^ital in the production of the goods thus 
ui gently needed. We behe\e that the exceptional {irolit which these 
producers obtain until the clefH ienev of ^up()l\ has been made good 
is but a natural and noimal means of stimulating them to the utmost 
exertions in making good the delicieiuy and of rewarding them for 
their foresight in doing it rightly. 

'rhere can, I think, be no reasonable doubt that the w'orlcl is far 
better served under this competitive system than under anv other 
system of industrial legiilation which has hitherto been tried. The 
eiTect has been so marked that modern law — the Jvnglish iirst and the 
continental afterward— has gradually adjusted itself to the con- 
c'eption that prices should be let alone wherever competition can 
regulate them; that a pi ice obtained in open maiket, without fraud 
or artificial monopoly, is ipso facto a fair price, and that a man does 
no wrong to those with whom he deals if he buys as c he.iply as he ( an 
and sells as dearly as he can. These legal principles have been re- 
llected in our ethical conceptions. We assume that a com])etiti\’e 
[)rice is a morallc jimt price, that what a man can obtain for an artic le 
in open market at the moment represents its present value, and that 
the average price which he can obtain in the long run rei)resents its 
true or permanent xalue. We believe that under ordinary conditions 
the business man docs his duty by the community if he olmervcs the 
rules of the game of competition, as thus laid clown; because by a 
general adoption of these rules the collective interest of the industrial 
community has been well served. 


See also 102. Competition Places the Individual. 
249. Inheritance and Competition. 

402. Defense of Lmsscz-fairc. 

403. Criticisms of Laissez-faire. 
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D. An Estimate of the Worth of Competition 
349. COMPETITION DOES NOT WORK PERFECTLY* 

Formerly it was the rule in treatises on Political Economy to attrib- 
ute the following virtues to competition: 

1. Competition adapted production to consumption, and thus 
maintained the economic equilibrium. 

2. It stimulated progress by the emulation to which it gave rise 
among competing industries, the unfit being ruined and thus elimi- 
nated. 

3. It caused a steady lowering of prices^ thus resulting in cheapness^ 
to the great advantage of all, especially the poorer classes. 

4. It gradually equalised conditions^ reducing profits and wages 
to practically the same level in all industries. 

Today this enthusiasm has slightly cooled down. Closer observa- 
tion of facts, and the actual results of freedom have not justified this 
optimistic faith. We have come to realize that the system of com- 
petition is no more, as it is no less, natural and spontaneous than many 
other forms of organization which preceded it- family industry, for 
example, or the caste, or the guild system — for these, also, were the 
natural outcome of historical evolution. As for its beneficent effects, 
they are somewhat questionable. We recognize, on the contrary: 

1. That so far as the equilibrium between production and wants is 
concerned, competition ensures it only in a very irregular manner, if 
it does not even at times imperil it. 

2. That if free competition as a rule stimulates producers by the 
spirit of emulation wliich it maintains among them, it hampers them 
in other ways — c.g., as regards the quality of the goods. 

3. That free competition docs not always ensure cheapness and 
sometimes may even provoke a rise in prices. True, wherever com- 
petion has free play, it tends to bring down the value of all articles 
to the level of cost of production. But how docs it do this ? By two 
consecutive acts: (a) by increasing the number of producers, {h) by 
causing a fall in prices owang to the struggle which takes place among 
them. Now, very often, the first effect only is produced, and that to an 
extent far beyond what is reipiired. The second does not take place; 
for the new additional producers come to an understanding, tacit or 
otherwise, with the old, to raise the price to a level which will allow 

* Adapted by permission from Charles 'Gide, rolilkal Economy, pp. 134-38. 
(D. C. Heath & Co., 1913.) 
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them all to make a living. Thus only the hurtful effect of competition 
remains. 

4. Competition does not necessarily equalise profits and fortunes, 
since it is after all a veritable war, giving victory to the strong by crush- 
ing the weak. It is in countries like the United States, where indus- 
trial competition is in full force, that the most colossal fortunes arc 
made. 

5. Finally, the most curious and unexpected result of all is that the 
state of competition is not a stable state. Inexperience shows that it 
tends to destroy itself by giving birth to mono[)oly. For, by the 
very act of eliminating small, in favour of large, undertakings, it 
encourages the growth of giant enterprises which aim at suj)prcssing 
all competition. 

350. COMPETITION FAULTY AS A REGULATOR OF PRICES' 

During the same time that competition has (.eased to control 
quality, there has been a break-down of competition in the control of 
prices. This is now admitted for the so-called public utilities. So 
far as interstate commerce is concerned, the price is fixed by the rail- 
road and controlled by the Interstate Commerce Commission. \\ ithin 
many of the states, the prices are fixed by the corporations but may 
be modified by the commissions. 

In cities the street car lines, gas companies, and electric companies 
each have a monopoly in a given city, or the two or more agree upon 
identical rates. Competition has ceased to control prices. W here 
prices are controlled, it is through a public utilities commisdon. 

Just as there has been a complete collapse in competition in prices 
for railroad transportation and city utilities, so theie has been com- 
plete collapse in charges for communi( ation. 'J'he post-oflice is a 
public monopoly; the rates are fixed. 'Phe telegraph business of the 
country has become consolidated into two great corporations the prices 
of which are identical. The telci)honc business is now mainly under 
the control of a single corporation. 

Closely allied to the natural monopolies are the great companies 
which for each industry are controlled by a single organization or by a 
number of organizations working together under open or secret agree- 
ments or understandings and not comiieting in price. Here arc in- 
cluded anthracite, steel, oil, beef, whi.sky, sugar, and other great 

‘ Adapted by permission from C. R. Van Ilise, Concentration and Control, 
pp. 78-83. (The Macmillan Co., 1914-) 
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industries. When prices are maintained at the same level for a 
decade during times of panic and great expansion alike, it is certain 
that competition has ceased to control adequately prices for iron 
products. The same applies to anthracite, oil, and many other com- 
modities. 

To a large extent competition has ceased adequately to control the 
prices for many articles not in great combinations, and this is true 
both in the wholesale and the retail businesses. The various associa- 
tions of business men have, as one of their chief purposes, the main- 
tenance of prices. Many articles which are protected by patents or 
trade marks are sold to the dealers only on condition that the prices 
fixed by the manufacturer shall be maintained. The manufacturer of 
a definite automobile apportions the country into districts and requires 
of the dealers in each of the districts that the prices fixed by the manu- 
facturer shall be charged, d'he same thing is true of hundreds of 
articles, from sewing machines to talking machines, and so on down 
to an atomizer. In this class of trade there is competition to a certain 
extent between the different manufacturers; there is no competition 
between the tradesmen selling the same articles. 

But this does not indicate anything like the extent to which com- 
petition in price has disappeared. The retailers in a given city or 
community have an association either formal or informal, and there 
is among the members a definite understanding that prices shall be 
maintained. 

See also 253. The Economic Advantages of Concentration 
292. Unfair Methods of Competition. 

293-99 on The Trust. 

351. THE TENDENCY TO EVER LOWER LEVELS 

A* 

What is competition from the point of view of the workman ? It 
is work put up to auction. A contractor wants a workman; three 
present themselves. “How much for your work ?” “Half a crown; 
I have a wife and children.” “Well; and how much for yours?” 
*‘Two shillings; I have no children but I have a wife.” “Very well; 

‘ Taken by permission from Louis Blanc, Organisation du travail, as trans- 
lated by J. S. Mill in his “Chapters oii Socialism,” Fortnightly Review, XXXI 
(1879), 229-31. 
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and now how much for you “One and eightpence are enough for 
me; I am single.” “Then you shall have the work.” It is done; 
the bargain is struck. And what are the other two workmen to do ? 
It is to be hoped they will die quietly of hunger. But what if they 
take to thieving? Never fear; we have the police. To murder? 
We have the hangman. As for the lucky one, his triumph is only 
temporary. Let a fourth workman make his appearance, strong 
enough to fast every other day, and his price will run down still 
lower; there will be a new outcast, a new recruit for the prison 
perhaps! 

B* 

What is meant by saying that unguarded competition tends to 
lower the moral sense of a business community ? d'his law — for 1 
suppose in the ordinary acceptance of that term the statement here 
presented may be called a law of tendencies — is not of equal apjdica- 
tion to all forms of business. Wherever the personal element of a 
service comes prominently into view, and the character of the agent 
rather than the quality of the goods is forced into prornineiKe, 
probity has its market value and honesty may be the best policy. 
But in the commercial world as at present organized, where the pro- 
ducer and consumer seldom come into personal contact, the moral 
arrangements followed in the process of production are not permitted 
a moment’s thought. All that is considered by the purchaser is the 
quality and price of the goods. Those that are cheap he will buy, 
those that are dear he will reject; and in this manner he encourages 
those methods of production that lead to cheapness. 

There are, of course, exceptions to this rule. Some men, for 
example, will not wear “dollar-shirts,” preferring to buy the material 
and sec to it that living wages are paid in the making. That is, they 
declare a private boycott against the great establishments, because 
the shirts there made do not fit their consciences. An apparent 
exception also is found in the fact that, in almost any line of business, 
a few men are able to maintain themselves in the face of fierce com- 
petition by giving greater attention to the quality of goods than to the 
price at which they may be placed upon the market; for there is a 
limited number of purchasers who understand that quality is an 
element of cheapness. Under such conditions it is possible for the 

* Taken by permission from H. C. Adams, “The Relation of the State to 
Industrial Action," Publication of the American Economic Association, I (1886- 

87), 503-4. 
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producer to incline to the leadings of his moral instincts in business 
affairs. 

But these exceptions do not vitiate the rule laid down. There 
must be substantial uniformity in the methods of all producers who 
continue in competition with each other. Each man in the business 
must adopt those rules of management which lead to low price, or he 
will be compelled to quit the business. And if this cheapness, the 
essential requisite of business success, be the result of harsh and inhu- 
man measures, or if it lead to misrci)rcscntation and dishonesty on the 
part of salesmen or manufacturers, the inevitable result will be that 
harshness and inhumanity will become the essential condition of 
success, and business men will be obliged to live a dual existence. 

352 . HAS COMPElTTIOxN RETARDED INDUSTRIAL PROGRESS 

As to the sudden industrial progress which has been achieved 
during our own century, and which is usually ascribed to the triumph 
of individualism and competition, it certainly has a much deeper 
origin than that. Once the great discoveries of the fifteenth century 
were made, especially that of the pressure of the atmosphere, sup- 
ported by a series of advances in natural philosophy — and they were 
made under the mediaeval city organization — once these discoveries 
were made, the invention of the steam-motor and all the revolution 
which the (onquest of a new power implied, had necessarily to follow. 
If the mediaeval cities had lived to bring their discoveries to that 
point, the ethical consequences of the revolution effected by steam 
might have been different; but the same revolution in technics and 
science would inevitably have taken place. It remains, indeed, 
an open (juestion whether the general decay of industries which 
followed the ruin of the free cities, and was especially noticeable in the 
first part of the eighteenth century, did not considerably retard the 
appearance of the steam-engine as well as the consequent revolution 
in arts. When u c consider the astounding rapidity of industrial prog- 
ress from the twelfth to the fifteenth centuries— in weaving, working 
of metals, architecture, and navigation — and ponder over the scien- 
tific discoveries which that industrial progress led to at the end of the 
fifteenth century, we must ask ourselves whether mankind was not 
delayed in its taking full advantage of these conquests when a general 

‘Taken by permission from P. Kropotkin, ^futual Aid, a Factor of Evolution, 
pp. 2Q7-98. (The McClure Co., 1907. Copyright by Alfred A. Knopf, Publisher, 
T917.) 
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depression of arts and industries took place in Europe after the decay 
of mediaeval ( i\ ilization. Surely it was not the disappearance of Uie 
artist-artisan, nor the ruin of lar^jje cities and the extinction of inter- 
course between them, which could fax or the industrial revolution; 
and we know indeed that James Watt spent twenty or more years of 
his life in order to render his invention serx iceablc, because he could 
not find in the last century what he vxould have readily found in 
mediaeval Florence or Bru^rge, that is, the artisans cajxable of realizing 
his devices in metal, and of givin.i; them the artistic finish and precision 
which the stearn-enydne recjuires. 

To attribute, thercfoie, the industrial progress of our century to 
the war of each against all wide h it has proclaimed, is to reason like 
the man who, knowing not the causes of rain, attributes it to thevii lim 
he has immolated befoie his clax idol. For industrial jirogress, as for 
each other conquest oxer nature, mutual aid and close iiUertourse 
certainly are, as they have bc'en, much more advantageous than 
mutual struggle. 

353. THE SOCLUISTS’ INFlClbMFNT OF COMPETITIVE 
SOCIF'IV* 

What are the chief counts in the indictment brought against 
capitalism ? Appl} ing first the touchstone of ellic lency in the produc- 
tion of material goods, it is charged that the conifietitivc system has 
lana'iitably failed. I'hc proxision of socielx s re<iuirements as a by- 
product of indixidual self-seeking has broken down. Private profit 
is far from coinc idmg with social gain. 

In the first place, it is charged, lai^scz faire breaks down in that 
wide range of cases where utilities of undeniable importance are not 
provided because incapable of prix-ate appropriation and .sale. The 
importance of forest preservation for conserving moisture is undeni- 
able. But climate and rainfall cannot be packaged and trafficked in, 
and so our forests are swept down by axe and fire. A lighthouse might 
be absolutely essential on some dangerous promontory, but profit- 
making enterprise would halt if circumstances made it impo.ssible to 
collect a toll from benefited ships. 

Even more serious is the loss entailed when the lure of profit 
attracts too large, rather than too small, a proportion of the com- 
munity’s working forces into particular channels. Conservatixe 

* Adapted by permission from 0 . D. Skelton, Socialism: a Critical Analysi\^ 
pp. 21-39 (Copyright by Hart, SchafTner & Marx, 1911.) 
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trust apologists have helped radical socialist critics to make the 
wastes of competition a commonplace in our thinking. The middle- 
man is again under suspicion, as in the days when forestallers, engross- 
ers, and regraters troubled the common weal. The contrast between 
the planless distribution of milk by a score of competing dealers serv- 
ing a single street, and the systematic distribution of mail by a central 
authority, has grown hoary in socialist service. Especially in the 
held of public utilities, where increasing returns are the rule, the waste 
of competition is obvious — in parallel railroads, competing gas com- 
panies, duplicated electric light or power plants. 

Competitive selling-costs bulk very large in the “cost of produc- 
tion” of all commodities. This is clearest in the case of advertising. 
To a varying extent modern advertising is doubtless informative, 
guiding and stimulating the wants of customers. But for the most 
part it is merely competitive, catering to existing wants. Con- 
servative economists estimate this waste as half the selling-price in 
many lines. In great part the work of olTicc force and field force is 
equally void of social utility. Nor is thcA\aste ended wEcn the deal 
is closc'd. the ('hicago manufacturer may have sold his goods in New 
York, and the New York manufacturer in Chicago, so that the item 
of cross-freiglits, serious in bulky wares, is still to be reckoned. For 
further details of competitive waste, we have only to consult the 
latest trust prospectus. 

Nowhere, the indictment continues, docs capitalism break down 
more consi)icuous]y than in the equilibration of demand and supply. 
Production in competitive society is planless and anarchical. Hap- 
hazardly scattered producers [)rej)are to meet the guessed at demands 
of w'orld-wide consumers. Tlie adjustment is never exact At times 
it fails utterly in the periodical crises which throw the industrial 
mechanism hopelessly out of gear. “Commerce is at a standstill, 
the markets are glutted, hard cash disappears, factories are closed, the 
mass of the workers arc in want of tlie means of subsistence.” 

The case for competition is no more favorable when wt turn from 
quantity to quality of products. “Adulteration is a form of com- 
petition,” W’as the frank apology olTered by John Briglit. The 
advance of science and original sin has made it possible to counter- 
feit almost every article of common use, the more easily because of 
lack of experience of the linal purchaser. Even in Tennyson’s day 
“chalk and alum and plaster were sold to the poor for bread,” and 
the wooden nutmeg has rechristeited a state. But the amateur 
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and unsophisticated efTorts of half a century ago pale before the 
accomplishments of today— the red-raspberry jam which once was 
gelatine, aniline, and timothy seed, and prune-juice and fusel oil 
masquerading as whiskey, the chicory in the collee and the pea-hulls 
in the chicory , the artificial oils in the llavoring extracts, the labels we 
drink at champagne prices, the shoddy we are clothed in and the 
paper soles we walk on, the “Corot” on our walls with its j-iaint 
scarce dry. 

Nor is it only in the selling of commodities that this fraud is 
charged. “The genius of graft,” declares a socialist satire, “mani- 
fests itself in nearly all branches of human activity. Wherever 
something can be got for nothing, wherever a pinch or a sijueczc of 
extra profit can be made in a transaction, wherever falsehood can be 
made to do duty for truth, a pretense for accomphslimcnt or service, 
there is obscr\cd a metamorphosis of the firotean genius of Graft” — 
the petty graft of the hackman or waiter, of the loan shark or the 
quack physician or the sh}ster law>er, of the fake instalment trade 
or diploma factory. 

Even where the quality of the wares is honest enough, they have 
lost all semblance of art or seemliness. The craftsman’s pride in his 
work has given {ikuc to the profit-monger’s preoccupation with his 
ledger. 

Financial fraud is rated more serious even than commercial. .\s 
credit and corporations count for more and more, the openings for 
manipulation widen. The way is clear for promotion, running the 
gamut from the downright swindle of the (ent-a-share mining com- 
pany to the honest graft of a respectable over-capitalization, d'he 
(ompany once formed, the divergence of interest between director 
and shareholder, temporary controller and iicrmanent owner, tem[)ts 
to all the thousand and one devices of manipulation. 

So much for the efficiency of the competitive s>stem as a means 
of producing the greatest possible amount of useful material goods. 
Rated even in terms of goods and gear it is condemned. What is 
the loss and gain computed in terms of human life, what the condi- 
tions under which the mass of men labor to produce this wealth, what 
their share in the product and the consequent measure of material 
comfort and well-being attainable? Here the indictment becomes 
more serious and more passionate. For the vast majority, it is urged, 
competition and capitalism speW misery and failure, a precarious 
lifelong battle with hunger, stunted and narrowed development, 
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premature death or cheerless old age. Considering the condi- 
tions under which men earn their living, the socialist finds the 
majority sunk in “wage slavery.” The capitalist’s control of all the 
opportunities of labor gives him power more tyrannous than the slave- 
owner of old ever held. No legal bond compels the modern workman 
to labor for his masters, but the monopoly of Llie means of livelihood 
is stronger than any parchment right. The main difference between 
the old and the new slavery is that the modern slave-driver is under 
no obligation to keep his “hands” from starving. It is for the capi- 
talist, and the capitalist alone, to decide when and where work shall 
be begun, who shall and shall not be emplo}ed, what the manner of 
working shall be. It is not only from lack of freedom that the modern 
workman suffers. The w’ork which he docs at another’s bidding is 
drearily monotonous work, d'he factory system means for the average 
workman cramping and dispiriting routine, a pitifully limited horizon, 
the repression of all latent {)ower not needed for the mechanical 
day’s work. Individuality is sacrificed on the altar of cflkient pro- 
duction. 

The factory system not only robs the workman of freedom and of 
interest in his task, the arraignment continues, but subjects him to 
exhausting and dangerous toil. The long hours which the greed for 
dividends wrings from the workers use up every ounce of vitality, 
prcx'cnt that rounded development which can come only with moder- 
ate leisure, and wear life out at such a rate that at fifty the victim 
must be discarded for a younger man, scrajiiied like outworn ma- 
chinery. The danger of fatal or crippling accident is ecer present, 
with small possibility of redress against the liattalioned law)'crs of the 
emplo)’cr or liability company, and with certainty of distress and 
j)ri\ation for the family whose breadwinner is helpless. 

Ecjually dangerous in the long run are the artificial and unsanitary 
conditions which prevail in the crowded factory. 

For all tlie exhausting rigor and the gray monotony of his toil, 
the workman’s greatest fear is lest he should lose it. Worse than 
want is the constant dread and fear of want, the harrowing insecurity 
caused by the perpetual menace of unemployment. 

And for this unremitting, maiming, and precarious toil, what share 
falls to the workman when the time for the distribution of the joint 
product comes? What possibilities of decent and comfortable liveli- 
hood are placed at his disposal ? So small a share, it is charged, that 
for the mass of the workers the existing order means lifelong poverty. 
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What wealth is produced is distributed with gross and incredible 
unfairness. To the few, untold millions are given, unlimited com- 
mand over the lives and services of their fellows, opportunity 
for boundless luxury and maddening display; to the many, a starving 
pittance which barely holds body and soul together, and shuts out all 
hope of development and culture. 

What is the effect of competitive industrialism on moral life? 
Here again the tally against capitalism is marked deep in the socialist 
stick. “Next to intemperance in the enjoyment of intoxicating 
liquors,’^ declares Engels, “one of tlie principal faults of English 
workingmen is sexual license. But this too follows with relentless 
logic, with inevitable necessity, out of the position of a class left to 
itself, with no means of making fitting use of its freedom. The 
bourgeoisie has left the working class only these two pleasuics, while 
imposing upon it a multitude of labors and hardships, and the conse- 
quence is that the workingmen, in order to get something from life, 
concentrate their whole energ>^ upon these two enjoyments, carry 
them to excess, surrender to them in the most unbridled manner.’^ 

And then society adds insult to injury by blaming on the indi- 
vidual the lapses its own perverse social arrangements have caused. 


See also 9. Planlessness and Conflict. 

91. Some Criticisms of Commerce. 

139- 140 on Some Defects of the Pecuniary Order. 

203. Economic Insecurity of the Worker. 

354. HAS COMPETITION OUTLIVED ITS USEFULNESS?* 

Every one of us is a competitor in several or many fields, while he 
is at the same time a member of various co-operating groups: and — 
what seems somewhat surprising — we are likely to compete with the 
very persons with whom we co-operate. Eor example, every impor- 
tant branch of trade has a rather elaborate system of co-operation, 
including associations, trade-journals, price agreements, and the like; 
yet it is among those who follow tlie same trade that competition is 
most severe. Again, here is a factory full of operatives joined 
together in a labor union for the furtherance of common interests; 
yet they inevitably compete among themselves for reputation as work- 
men and advancement in grade, for office or influence in the union, 

‘Adapted by permission from C. H. Cooley, “Personal Competition,” 
^(momic Studies, IV, gs-99. (American Economic Association, 1899.) 
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and probably in many ways not directly connected with their work. 
It is the same with any active group. 

Because it requires intelligence and energy, because it is difficult, 
intelligent co-operation always lags behind the need for it; and we 
have the rule that competition once set up is likely to persist beyond 
the point where it ought to be dispensed with. Owing to this fact it 
is, in our own time, not only intense, but quite often excessive: it 
continues when it might better yield to co-operation. When the 
selective process has performed its function, when it has answered 
the question, what is the fittest, as well as it can, it ought to cease 
and give place to organization. To prolong it beyond this point is 
wasteful and destructive; the principle involved being the same 
as that rule of humane warfare which declares that the sacrifice 
of life ought not to continue when the result ceases to be doubtful. 
d1ie failure to cease is an evil characteristic of a time like the present, 
when the work of breaking down obstructive organization, the outworn 
machinery of the past, has been pretty well accomplished, and the time 
for reorganization has arrived. During the breaking-down period the 
great need is to introduce the competitive principle; but when this 
has been achieved, and the building-up period has set in, the great 
need is to check it. If we look about us we see almost everywhere a 
condition of disintegration, of working at cross purposes, which gives 
much color to the views of those who charge the age with “anarchical 
individualism” and call for repressive control. In almost every 
branch of trade competing agencies are multiplied beyond what is 
necessary or economical; there seem to be too many small groceries, 
drug stores, hardware stores, shoe stores, restaurants, and the like; 
that is, the goods they supply could be furnished cheaper if the same 
energy were concentrated upon fewer establishments. It is well 
known that more railroads have been built, in many instances, than 
there is any need for, and the rate-wars that frequently take place 
have been shown to be injurious to the public, as well as to the stock- 
holders. We hear also that there are too many small churches, too 
many small colleges, and so on. 

This state of things is slowly working its own remedy; the tend- 
ency, the current, is clearly toward organization. This is decidedly 
a time of “getting together,” though the results so far achieved are 
small compared with what is needed. It is surprising to note the 
number and variety of conventions that take place in one of our larger 
cities during the summer months. From the advancement of science 
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to bill posting, almost every reputable occupation seems to have 
general interests which require the attendance of delegates at an 
annual meeting; not to speak of the hundreds of social and benevolent 
societies. The rise of department stores, the multiplication of private 
industrial corporations, and the formation of trusts are, of course, 
an outcome of the same tendency. Organization, since it brings 
power and success, is coming rapidly; and the very i)rocess of its 
coming introduces a new set of problems, problems of symmetry in 
growth. Some forms of organization, like the private corporations 
just mentioned, outstrip other forms which are required to balance 
or control them — legislation, for instance, administrative machinery, 
economic science, trades unions — and we have an overwceniiig growth 
of power, which gives rise to much wrong, much protest, and to 
extravagant projects of reform In this lack of symmetry, this 
narrowing of contemporary development into a few channels while 
others are almost dried up, is to be found the cause of many if not mo^t 
of the evils characteristic of our time. 

355. THE BRIEF. INCOMPLETE RKKiN OF COMPETITION' 

It would be a great misconc eption of the actual course of human 
affairs, to suppose that competition exercises in fact unlimited sway 
I am not speaking of monopolies, either natural or artificial, or of an\ 
interferences of authority with the liberty of production or exchange 
I speak of cases in which there is nothing to restrain competition, 
no hindrances to it either in the nature of the case or in artificial 
obstacles; yet in which the result is not determined by competition, 
but by custom or usage; competition either not taking place at all, or 
producing its effect in quite a diffeient manner from that which is 
ordinarily assumed to be natural to it. 

Competition, in fact, has only become in any considerable degree 
the governing principle of contracts at a comparatively modern period. 
The farther we look back into history, the more we see all transactions 
and engagements under the influence of fixed customs. The reason 
is evident. Custom is the most powerful protector of the weak against 
the strong; their sole protector where there are no laws or government 
adequate to the purpose. Custom is a barrier which, even in the most 
oppressed condition of mankind, tyranny is forced in some degree to 

' Adapted by permission from J. S. Mill, Prhiciples of Political Economy, 
Vol. I, Book II, chap. iv. (D. AppIeton*& Co , 18Q3.) 
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respect. To the industrious population, in a turbulent military com- 
munity, freedom of competition is a vain phrase; they are never in a 
condition to make terms for themselves by it; there is always a master 
who throws his sword into the scale, and the terms are such as he 
imposes. But though the law of the strongest decides, it is not the 
interest nor in general the practice of the strongest to strain that 
law to the utmost, and every relaxation of it has a tendency to become 
a custom, and every custom to become a right. Rights thus originat- 
ing, and not competition in any shape, determine, in a rude state of 
society, the share of the produce enjoyed by those who produce it. 

Prices, whenever there was no monopoly, came earlier under 
the influence of competition, and are much more universally subject 
to it, than rents: but that influence is by no means, even in the present 
activity of mercantile competition, so absolute as is sometimes assumed. 

The wholesale trade, in the great articles of commerce, is really 
under the dominion of competition. There, the buyers as well as 
sellers are traders and manufacturers, and their purchases are not 
innuenced by indolence or vulgar finery, but are business transactions. 
In the wholesale markets, theiefore, it is true as a general proposition 
that there are not two prices at one time for the same thing: there is at 
each time and place a market price, which can be quoted in a price- 
current. But retail price, the price paid by the actual consumer, 
seems to feel very slowly and imperfectly the effect of competition; 
and when competition docs exist, it often, instead of lowering prices, 
merely divides the gains of the high price among a greater number of 
dealers. The influence of competition is making itself felt more and 
more through the principal branches of retail trade. in the large towns; 
and the rapidity and cheapness of transport, by making consumers 
less dependent on the dealers in their immediate neighbourhood, are 
tending to assimilate more and more the whole country to a large 
town: but hitherto it is only in the great centres of business that retail 
transactions have been chiefly, or even much, determined by com- 
petition. Elsewhere it rather acts, when it acts at all, as an occasional 
disturbing influence; the habitual regulator is custom, modified from 
time to time by notions existing in the minds of purchasers and 
sellers, of some kind of equity or justice. 

In many trades the terms on which business is done are a matter 
of positive arrangement among the trade, who use the means they 
always possess of making the situation of any member of the body 
who departs from its fixed customs, inconvenient or disagreeable. It 
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is well known that the bookselling trade was, until lately, one of these, 
and that, notwithstanding the active spirit of rivalry in the trade, 
competition did not produce its natural cITect in breaking down the 
trade rules. All professional remuneration is regulated by custom. 
The fees of physicians, surgeons, and barristers, the charges ol 
attorneys, are nearly invariable. Not certainly for want of abundant 
competition in those professions, but because the competition oper- 
ates by diminishing each competitor’s chance of fees, not by lowering 
the fees themselves. 

Since custom stands its ground against competition to so con- 
siderable an extent, even where, from the multitude of competitors 
and the general energy in the pursuit of gain, the s})irit of competition 
is strongest, we may be sure that this is much more the case where 
people are content with smaller gains, and estimate their pecuniary 
interest at a lower rate when balanced against their ease or their 
pleasure. I believe it will often be found, in Continental Europe, that 
prices and charges, of some or of all sorts, are much higher in some 
places than in others not far distant, without its being possible to 
assign any other cause than that it has always been so: the customers 
are used to it, and acquiesce in it. An enterprising competitor, with 
sufficient capital, might force down the charges, and make his fortune 
during the process; but there are no enterprising competitors, those 
who have cajiital prefer to leave it where it is, or to make less profit 
by it in a more (jiiiet way. 

356 COMPETITION NOT RESPONSIBLE EOR MANY EVILS 

A' 

An open market is the presupposition of competition. Competi- 
tion, as a wholesome law, means no more than the adjustment of the 
terms of production and of exchange to eai h other over a ( ertain area, 
so that each shall have the advantage and render the service that, from 
the nature of the case, belong to it. Competition does not create 
the productive forces, but assigns their relation in reference to each 
other. The accidents of trade and the tricks of trade and the com- 
binations of trade, wTich prevent a genuine expression of the facts 
involved, constitute no part of competition as an economic law, 
any more than a he is a constituent of the narrative in which it is 
embodied. A productive territory, fully represented, is the essential 

* Adapted by permib-sion from John Bascom, Social Theory: A Grouping of 
Social Facts and Principles, pp. 145-54.’ (Thomas Y Crowell & Co , 1895.) 
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notion of a market. Any limitation is so far a loss of a market. If 
bad weather prevents the usual attendance in the public square of a 
city of those who sup{)ly it with vegetables, the market, to that 
degree, fails. If bad roads render this light attendance frequent, the 
economic forces involved are correspondingly straitened. Compe- 
tition alone does not suffice to cure the evil. The broader conditions 
of civilization which enclose it are at fault, and demand correction. 
As a matter of fact, there are comparatively few complete markets. 
W'e arc constantly, therefore, giving an ideal completeness to the law 
of competition which docs not belong to it. It would possess this 
perfection only if the way had been perfectly prepared for it. If we 
wish competition to become an adcriuate and beneficent force, we 
must intermeddle with it; wc must provide the suitable conditions 
under which it takes full effect. 

Not only is any given market seldom adequate, it is seldom open 
By an open market we undei stand one that gives free admission to al! 
economic forces, and excludes all others. Deception and restriction 
of all sorts set aside considerations which should guide purchase and 
sale, or introduce considerations which are not pertinent to them. 
'I lie open market discloses the facts in the case, and leaves the adjust- 
ment of prices to them. Competition which conceals or distorts the 
facts is no more a law of production than are theft and violence. 

An important and unfortunate limitation of com])etition arises 
from the ignorance of those extremely poor, and from their narrow 
lesources. The poor arc not good buyers, nor do they buy at the 
best places. The kinds of goods they can purchase are so inferior, oi 
the amount called for is so small, or tlicir credit is so limited, or tlu 
range of their knowledge is so restricted, or tlieir diffidence and distrust 
are so great, that lliey buy almost exclusively in poor localities al 
exorbitant prices. Even in large commercial cities, there are certain 
btreets and sections where rates have little to do with the current cost ol 
goods. This tendency to a patient submission to hard terms is en- 
hanced by national and clannish predilections. Customs which in the 
outset completely rule prices never wholly give way in the lower classes. 

Man has not succeeded in regulating the productiveness of all 
industries. Agriculture is affected by every variation in the weather 

* Taken by permission from G. de Molinari, The Society of Tomorrow, pp. i n- 
13 (G. P. Putnam’s Sons, 1904.) 
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and all sorts of epidemic blights, but perfection of that branch of com- 
merce which is called speculation might doubtless palliate this varia- 
bility of the harvests. If the surplus of one se.ison were withheld from 
the markets there would neither be an immediate glut and consequent 
collapse of prices, nor would the f.iiliue of future seasons entail 
enhanced prices and insuflicient supply. But, with imperfect means 
of storage and preservation, the insulhciency of, and too high rates 
on, capital subject as this is to the continual drain of unproductive 
governmental expenditure— with the great existing antipathy to .specu- 
lation, the regulative action of competition upon agricultural products 
is hindered by time, as it is harrassed by the custom-house in the case 
of other industries. 

Finally, we must remember our insulhcient knowledge of the 
v\ Grid’s markets. When markets were limited to the territory of a 
lordship, a county, or a province, demand was practically stable, easily 
estimated, and production as readily adjustable. But such knowl- 
edge has become increasingly dillicult with every enlargement of areas, 
'hhe need for it no doubt creates and multiplies channels of informa- 
tion; harvest figures and estimates, statements of the visible stocks 
of corn, cotton, wool, sugar, etc., are flashed from one corner of the 
world to every other. But even if this system embraced every known 
article of production, and was perfected to the last conceivable degree, 
tiie controllers of production would still be insuniciently instructed 
as to every local shortage or surplus. That information can only be 
obtained by absolute knowledge of the average profit in e\ery branch 
of production, and such information is unobtainable until impersonal 
organizations monopolize the entire production of the world. 

In modern society competition is far from occupying the sphere of 
its natural action. Our laws run counter to it, at least in as great a 
degree as they favor its action; and when it is asked whether the 
inequality of conditions is owing to its presence or its absence, it is 
sufficient to look at the men who make the greatest figure among us, 
and dazzle us by the display of their scandalous wealth, in order to 
assure ourselves that inequality, so far as it is artificial and unjust, 
has for foundation conquests, monopolies, restrictions, privileged 

^ Taken from Frederic Bastiat, Harmonies of Political Economy^ pp. 283-84. 
(John Murray, i860.) » 
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offices, functions, and places, ministerial trafficking, public borrowing 
— all things with which competition has nothing to do. 


See also 174. Simple versus Complex Industry. 

175. Complex Industry Is Difficult to Regulate. 

176. Can We Control the Genie? 

357 . COMPKI'ITION DEPENDS ON NO ONE MOTIVE' 

A very powerful source of the sentiment against competition and 
of the belief which many cherish that it cannot be a permanent fea- 
ture of social life, lies in its connection with personal ill-feeling. It is 
often said to be in its very nature anti-social, a state of war instead of 
a state of peace, generating hostile passions instead of sympathy and 
love. The bloody conllicts of our brute ancestors have been replaced 
by something less obvious and open but — so we are told-e(}ually 
bitter and destructive, morally speaking the same thing. 

Yet there is no inevitable association between competition and 
hostility. In great measure the selective process operates with- 
out generating personal feeling. A young man, for example, starts 
out in life with the purpose of following a certain profession — let us 
say the law. The experience of two or three years convinces him and 
others that he cannot succeed in this, and he makes his way into some- 
thing else. About half the graduates of our law schools are eliminated 
in this way, and the same sort of thing takes place in other trades and 
professions. But the process is gradual and the eliminating forces, as 
a whole, impersonal; that is to say, they are too many, too intangible, 
to make an impression of wilful personal opposition. Disappointment 
may ensue, but not hatred; except in the case of weak and abnormally 
sensitive minds whose uncontrolled emotions lead them to ascribe 
every painful experience to the malignant purpose of others. So 
with commercial competition; a man’s trade gradually increases or 
declines; but there is seldom any one person who can be fixed upon as 
the cause. In fact, while admitting the existence of a great deal of 
competitive bitterness, 1 believe that most men look upon the social 
conditions under which they w'ork very much as the farmer looks upon 
the weather and other natural agents. They may make or mar him, 
and he thrives or suffers accordingly, but there is no single person tc 
hold responsible. 

'Adapted by permission from C. H. Cooley, “Personal Competition,” Eco~ 
notnic Studies, IV, 146-54. (American Economic Association, 1899.) 
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Moreover, open and declared opposition is not the thing most 
likely to give rise to hatred and jealousy. Where a conflict takes 
place under recognized rules and conditions whkh are observed by 
both parties, it does not necessarily give rise to bitter feeling, no 
matter how dangerous and destructive it may be. 

The conditions of the open market, like the conditions of the field 
of battle, are conceived of as part of the necessary course of things and 
do not, in fairly reasonable men, generate personal hostility. Bitter- 
ness arises when there is, or is believed to be, something unfair, some- 
thing exceptional, some infraction of the rules resulting in unjust 
discrimination. In fact, so far as my obser\ation goes, it is among 
those removed from open and equal competition that hatred and 
jealousy are most rife. 

It may be maintained that competition, when not unjust or 
destructive, promotes a broader social feeling. 'Phe free and open 
{)]ay of energy and [)un'ose is calculated to arouse precisely that knowl- 
edge of others, and of the limitations which their life imposes upon ours, 
out of which a wholesome sympathy and a sense of justice must 
spring. Competition involves contact and usiiall}^ necessitates some 
degree of mutual comprehension. To succeed one must understand 
o[)posing forces, and understanding is the beginning of sympathy. 

As regards the feeling under the influences of which competition is 
cairied on, any motive whatever may be a motive to competition, 
from the basest fear or rage up to the noblest love, emulation, or sense 
of duty. There is no special class of feelings or desires that is pecul- 
iarly competitive. All alike strive for success as they conceive it. 
To be a man is to compete. Vivere mil Hare esL 

358. COMPETITION AND LAISSEZ FAIRE NOT SYNONYMOUS' 

In spite of the glaring weaknesses of the competitive system, and 
its undoubted waste of effort, it is the belief of the liberal school that 
it is the most effective system yet devised— that it secures the greatest 
efficiency in the whole industrial machine. This belief rests upon a 
few well-known principles whic h only neecl to be restated. In the 
first place, every individual of mature age and sound mind knows 
his own interest better than any set of public officials are likely to 
know it. In the second place, such an individual will, if left to himself, 
pursue his own interest more systematically and successfully than he 

‘ Taken by permission from T. N. Carver, Essays in Social Justice^ pp. iSS'S? 
(Harvard University Press, 1915.) • 
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could if he were given his work and directed in it by any body of public 
officials. In the third place, if the public through its legal enactments 
and its executive and judicial officers effectively closes every oppor- 
tunity by which such an individual could further his own interest in 
harmful or non-serviccable ways, he will then pursue his own interests 
in ways that are serviceable to the community. Finally, where every 
individual is left absolutely free to pursue his own interests in all 
ways that are serviceable, and where the degree of his well-being 
depends upon the amount of service which he performs, all will be 
spurred on by their own self-interest to render as much service as 
possible, and the whole community will then be served in the most 
effective manner possible, because all its members will be striving 
to serve one another in order to serve themselves. 

In applying this argument there are two things which need to 
be observed but which are frequently overlooked. In the first 
place, it is no argument in favor of laissez faire or the let-alone policy 
of government. On the contrary, it requires governmental interfer- 
ence with every non-serviceable line of activity which it is possible 
for the law to reach. In the second place, it is not a glorification of 
self-interest. It does not even invoke in the slightest degree an 
approval of self-interest as a motive to action. 

In order to make this an argument for laissez faire, two additional 
assumptions are necessary: I, every individual is of mature age and 
sound mind; II, all human interests are harmonious. No advocate 
of laissez faire has ever made the first assumption. Therefore allow- 
ance has always been made for the need of public direction in the care 
of children and persons of unsound mind — in all cases, in fact, where it 
is evident that the individual does not know so well what is good for 
him as public officials do. But as the basis of the doctrine of laissez 
faire there has always been the assumption of a natural harmony of 
human interests. With this assumption, the argument reaches the 
finality of a syllogism. 

Major premise. — Each individual of mature years and sound mind 
will pursue his own interests more energetically and intelligently when 
left to himself than when directed by any body of public officials. 

Minor premise. — The interests of each individual harmonize 
with those of the rest of society. 

Conclusion.— E^ich. individual of mature years and sound mind 
will, if left to himself, work in harmony with the interests of the rest 
of society and work more energetically and intelligently than he 
would if directed by any body of public officials. 
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359. THE ENORMOUS DEMANDS UPON COMPETITION’ 

The intensity of competition varies: (i) with the degree of personal 
iberty; (2) with the rate of social change; (3) inversely as the effi- 
•iency of the selective agents. 

The freer the individual, the wider his field of choice in determin- 
ing the social function, and the wider the field of choice, the more 
active must the selective process be in assigning him his place in it. 
Of a child born in British India, it can be predicted with some proba- 
bility what and where he will be thirty years hence, but a child born in 
America may be anywhere or anything, almost, at the end of that 
time: no one would venture a guess. In the one case competition has 
little to do; in the other, everything. So with .social change; unless 
it is mere decay, it involves new things to be done, new opf)ortunities. 
For example, the electric industries, now employing hundreds of 
thousands of men, have arisen within a conijiarativcly short time, 
and every man in them has found his place by competition. In an 
analogous manner the opening of new regions, like Oklahoma or tlie 
Klondike, the creation of an army such as took place at the outbreak of 
the Spanish War, the revelation of new fields of research, such as was 
mnde by the publication of the Origin of Species, arc inevitably the 
occasion of a selective activity to determine who shall be the settlers, 
!he miners, the militiiry oniiers, the investigators, that the situation 
Iciiiands. 

As to selective agencies, an all-wi.se despot would undoubtedly 
)e the most clTicient; and it is conceivable that he might give to men 
i great deal of personal liberty and provide for any amount of social 
hange without much increase in the intensity of comiictition. Jdiis 
)eing out of the question, a society striving to be free and progressive 
uust do the best it can to achieve rational selections tlirough its 
organization. By just laws, by a public sentiment appreciative 
of every sort of merit, and, most of all, by a system of education 
call ulated to discover and develop the special capaliilities of each 
individual, it can do much to make its choices prompt, intelligent, 
and just, and to avoid wasteful conflict. It is from this point of view 
that the existing state of things has been most effectively criticised; 
and writers who demand that competition be suiqiressed, usually 
mean that we ought to replace irrational and destructive contention 
by intelligent selection. 

'Adapted by permission from C. l\ Cooley, “Personal Competition,” Kco- 
iomk Studies, IV, 85-91 (American Econamir A.ssociation, 1899 ) 
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The three propositions that I have suggested indicate the social 
conditions of more or less intensified competition. To these should be 
added a condition that is rather biological or psychological, namely, 
the race traits of the people. An aggressive, ambitious, virile people, 
such as the Anglo-Saxon, German, or Irish, is naturally competitive. 
Each man wants a great deal, and has little dread of migration, 
hardship, uncertainty, or personal contention, to deter him from 
seeking it. An Englishman or a German will seize upon all the oppor- 
tunities in sight and demand more, where an Italian or a Spaniard 
would perhaps make no use of those that are at hand. 

The princi[)lcs above stated are sufficient to explain the fact, 
which seems to me unquestionable, that the present time is one when, 
among all progressive peoples, competition is far more intense than it 
has ever been in the past. They also explain why it is much more 
intense in some parts of those countries than in other parts. 

The first principle gives one reason for intense competitive activity 
in the United States; a consideration of the second will show how 
greatly this activity is stimulated by social change. The changes that 
this country is undergoing may be divided into two classes: those that 
are world-wide, which it shares with other countries that are in the 
current, and local changes incident to the development of a new coun- 
try. 'J’he former have intensified competition everywhere, the latter 
give it a peculiar vigor and a special character among us. 

'fhe thought of the industrial revolution and of the radical social 
changes of every sort that have grown out of it is so familiar that 1 
do not care to dwell upon it. Not industry only, but family life, social 
relations, science, education, philosophy, and religion are in process 
of transformation as a result of this movement. In all these fiekE, 
though most consciously in industry — because that gives occupation to 
the vast majority of the people — we have intenser activity, more 
striving, more success, and more failure, a constant breaking-up of 
settled relations. Great cities, which are incidental products of the 
new regime, are in all countries the foci of competition, and show most 
conspicuously its good and evil results. Populated by immigrants, 
tradition and status have little hold upon them, cither for good or 
evil; their industries, their institutions, their social and moral condi- 
tions, are new and unregulated. 

To all this a new country adds the special series of changes incident 
to the passage of each part of it through those steps of development, 
from the rude agriculture of pioneers to tlie full maturity of manu- 
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factures and commerce, which would suffice to produce a restless and 
competitive condition of things, even if the course of life in older 
countries were quite uniform and regular. This series is so mingled 
with the other that it cannot well be studied separately, but its 
influence appears clearly in the general result. It is chiefly, I think, 
because they have this additional strain upon them that Americans 
are thinner, quicker, more nervous and restless than their English 
kinsmen; it is for this reason, I should say, rather than on account of 
the diflcrcncc in climate, that people walk faster upon the streets of 
Chicago than upon the streets of London; and this helps to explain 
also why, in spite of an unccjuallcd expenditure of abilitv and energy, 
so much remains undone in the United States that other nations have 
achieved. 

And, moreover, the disintegration that accomj)anies all these 
changes affects the selective process itself, and tends in some measure 
to exaggerate the intensity of competition and lower its character 
by making it wasteful, unjust, brutal, anarchical. The just laws, 
the effective moral sentiment adapted to the various conditions of 
human activity, the adequate educational institutions which ought 
to preside over and assist competition, being things of slow growth, 
are largely wanting just when they are most needed; and we have as 
d result the disorganization which is so often portrayed, not without 
some extravagance, by the advocates of radual reconstruction. 

Whether this great intensity of competition is on the whole a 
good or a bad thing cannot be determined satisfactorily until the period 
is past and we can ^ee what comes of it; perhaps not then. In 
general, it may be said here that the present regime certainly does 
great things for those individuals whom nature and training have 
fitted to thrive in it, devel()[)ing energy, self-reliance, strength of 
character, and power and efficiency of many sorts; but bears with 
blind severity upon the weak, the misplaced, and the unprepared, 
among whom are many who in circumstances more fortunate would 
take an honorable and important part in the general life. 

360. REGIONS WHERE COMPETITION SHOULD NOT PE 
EXPECTED TO ORGANIZE' 

There are many natural monopolies from which there is no escape, 
or only a partial one. All personal power that is incapable of acquisi- 
tion is, in the services it renders, a monopoly. The qualities of different 

'Adapted by permission from John Bascom, Social Theory, pp. 154-56. 
(Thomas Y. Crowell & Co , 1895.) 
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soils fitting them to a peculiar form of production, as of wine or 
cotton or fruit, place their owners beyond the range of competition. 
Various favorable positions in a commercial city have a similar affect. 

There are also many important monopolies in modern society 
which rest partly on law, partly on the nature of the case, and partly 
on the interests of the community. A good example of these is the 
gas supply of a city, or of any subdivision of it. A corporate company 
receives the privilege of supplying a certain area with gas. The 
securing of a site, the building of works, and the laying of pipes give 
the first occigiants an advantage not easily overcome. Of much more 
importance is the fact that the community can be best and most 
cheaply served by a single plant. The larger the gas-works, the 
more economically they can be run. It is a great annoyance, and a 
useless expenditure, to pipe twice over the same district. Competi- 
tion, therefore, instead of reducing the price of gas must necessarily 
increase its cost, or result in serious loss. If a single company can be 
compelled to satisfy itself with moderate profits it can render a given 
district a cheaper and better service than can possibly be secured b\' 
two companies. 

To this class of quasi-monopolies belong public electric lights, 
water-works, street railways, oftentimes omnibus lines, telegraphs, 
telephones, railroads. Strictly parallel, or approximately parallel, 
railways are quite sure to fail of their apparent purpose. They put 
upon the community a more expensive and cumbersome service, and 
must themselves endure the loss, or inflict it on others in high rates. 

Railroads, from the nature of the case, are in a high degree 
monopolies. VVe can no more advantageously duplicate them than 
we could profitably pour two rivers through one valley. They are 
best treated as monopolies, ddiey are often also monopolies by ter- 
minal advantages, such as well-located stations and depots, access to 
elevators and water fronts, a favorable passage through cities. Most 
of these gains cannot be duplicated. The best way tends to exclude, 
and ought to exclude, all inferior ways. Natural advantages are not 
concessive to competition and often entirely circumvent it. 


See also 398. The Classical Statement of the Functions of Gov- 
ernment. 

399. Reasons for Increasing Intervention. 

404. Modern Statement of the Functions of Government. 
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361. COMPETITION AND MORAL QUALITY' 

^ In closing this discussion of the effect of competition upon human 
character and happiness it is only right to state explicitly the fact 
which has been implied all along, and is perhaps too obvious to call 
for much exposition— that, whatever its evils, it promotes individual 
ity, self-reliance, and earnestness. 

In so far as a man can and docs live upon traditional ideas and 
feelings, without the necessity of exercising choice or of testing his 
principles by use, he fails to achieve indixidual character and self- 
reliant manhood. It is by permitting this, and so relaxing the tissue 
of personal character, that the most elaborate social systems of the pa>t 
have decayed. The man who has made his way in a competiticc' 
order has learned to resist suggestions, to sele( t and develop one class 
of inffuences and reject others, thus adueving self-knowledge and 
effective will. At the same time, as we haxe seen, he is forced to 
study other men and to develop a robust type of sympathy. The 
plainest workman, thrown upon his ouai lesources, becomes something 
of a diplomatist, a student of ( harac ter, an experimental observer 
of social forces. It is the tendency of a competitive society of the 
better sort to make every man a man of the world. He undergoes 
at once individualization and so( iali/ation, these two proceeding 
hand in hand, in a wholesale social life, each enriching the 
ottier. 

Again, it is not the least of the merits of com|)ctition that it makes 
life earnest by giving to men a definite, difficult, and urgent problem 
to solve. The present age is alleged to be material, and so vulgar, 
with too much to eat and drink and wear and no faith or aspiration. 
But is it not surprising, on the whole, that this facility of production, 
this economic abundance, has produced so little frivolity, sensuality, 
and gross self-indulgence? The peoi)le of the richest and freest 
nation in the world are said to be too earnest, too striving; they are 
exhorted to relax a little, to permit themselves rc:asonable recreation. 
How can we account for this idealism, for it is certainly a kind of ideal- 
ism, in view of the apparent fact that the spiritual forces have seldom 
been so ill organized as now, and the material forces never so w'cll 
How is it that the Saxon of today, with infinitely greater command 
over food and drink, is less of a sensualist than his ancestor was ? Is it 

‘ Taken by permission from C. H. Cooley, “Personal Competition,” Economic 
Studies^ IV, 164-66. (American Economic Association, 1899 ) 
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not partly that while the material inheritance is great, a share of it 
can only be obtained, as a rule, by a success more dependent upon 
moral and intellectual power than success ever was in the past, by the 
habitual exercise of self-control, foresight, patience, by the acquire- 
ment of character ? The present regime usually gives a man material 
goods only upon condition that he become something of an idealist, 
allows him plenty only when he is proved capable of abstinence; 
and he often learns his lesson so well that he comes to care even less 
than is right for the pleasures of sense, and to turn from them when 
thev are within his reach. 



CHAPTER XTV 
PRIVAll^. PROPERTY 

A. Problems at Issue 

It has repeatedly appeared that the individual in our economic 
society is vitally interested in the institution called private propert\ 
In it he secs one of his largest motives to economic activity. Through 
it in large part he exercises his control of industrial activity. It has 
become customary to regard private property as one of the chief 
organizing agencies of our society. 

General information concerning the meaning and content of pri- 
vate property has served reasonably well to this point in our discus- 
sion. The purpose of this chapter is to secure a more accurate 
and detailed view of this great economic institution. Just what i^ 
private property? What does it include? Has it always had the 
same content ? What theories can be used to justify its continuance 
What arguments can be urged against its continuance? How strong 
is its position ? What has the future in store for it ? What is the 
relation of private property to human welfare ? 


QUKSlinss 

1. If a man steals a watch docs it become Ins property? Distinguish 
belween properly, ownership, and possession. 

2. “The essence of ownership, then, is that it is a right or an aggregate 
of rights. Possession on the other h.ind is primarily a matter of fact.” 
Explain. 

3. “Property rights may be classified under five heads: the right of gift, 
the right of disposition by contract; the right of use; the right of 
bequest; the right of unlimited acquisition.” hixplain the meaning of 
each. Take up each in turn .inking younself what would be the effect 
upon the institution, private property, if the particular right you are 
considering should be wiped out. 

4. “Property includes the right of inheritance.” Does it necessarily 
include this right ? Is this the same right as the right of bequest ? 
If they are different rights, which is it more important to retain if we 
are seeking motives to industrial efficiency ? 
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5. Should property rights last beyond one lifetime? Would such a limi- 
tation of property rights result in socialism ? 

6 Would the imposition of an inheritance tax be a violation of private 
property rights? Substitute the word “income” for “inheritance” 
and answer the question. 

7 “The right of property is an exclusive right but it has never been an 
absolute right.” Explain. 

S. In what sense, if any, is there any right of individual property against 
the state ? On what basis or bases could a person contend that the 
state should not “interfere” with private property? Is the exercise 
of the right of eminent domain a violation of private property rights ? 
“Restrictions on the privilege of private property and ownership arc 
introduced even in the most common daily affairs.” Illustrate. 

10 Compare the mediaeval and modern conceptions of private property. 

1 1 How do you account for the fact that the term “property’ has had a 
varying content at different times and among different peoples ? Can 
the content of the concept “private property” be stated? 

1 2 Show how equities in property may be modified by the state, by changes 
in social conventions, by changes in technique. 

1,^ Differentiate between (a) the occupation theory, (b) the natural-rights 
theory, (c) the labor theory, (d) the leg.il theory, (e) the social utility 
theory, (/) the exploitation theory of property. 

1 } “Private property has existed so long that it must be right.” Do you 
agree ? Who would agree with this statement ? 

I s Show, by illustrations, how “the institution of private property pre- 
vents acts economically destructive; makes it to the interests of various 
persons to perform profluctive operations; obliges persons to co- 
operate; establishes an institutional system that encourages co- 
operation, and enables world-wide co-operation to take place.” 

if) “Private property fosters and develops in mankind a care for the dis- 
tant future and a sense of responsibility.” How ? 

17 “Property yields security and continuity in ownership.” Of what 
advantage is this to industry? to society? 

I S “A regulation of the plane of competition necessarily involves a restric- 
tion of freedom of contract.” Why or why not ? 

K) “The institution of property inevitably means giving the few power 
over the life of the many.” Is this true? 

20 What arc the disadvantages of those who lack property? Are these 
disadvantages more serious now than they were 300 years ago ? 

21 Draw up a list of the advantages of private property. Draw up a list 
of the disadvantages of private property. What is, in your mind, the 
ultimate justification of private property ? 

22. Are the criticisms found in selections 398, 399, 400, 401 criticisms of 
private property or of something else ? 
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23. “It is probably not going too far to assert that two-tniras 01 me durable 
property basis of income in this country is nothing else than the capil<il- 
ization of predation.” Explain. What of it ? 

24. Is a lack of property a sign of poverty ? of a wrong way of distribution ? 

25 “Given universal education and a due limitation of the numbers of the 

community, there could be no poverty even under present social insti- 
tutions.” Why or w hy not ? 

26. “It is no argument against private property to say that production is 
social in character. The fact of social production docs not prove that 
the part played by different individuals is of the same value in produc- 
tion.” Do you agree? 

27 Private property, freedom of contract, and competition have been 
called the fundamental organizing institutions in modern society 
Explain wherein each serves as an organizing institution. 

2(S. “The seat of authority is private property.” I'Aplain. Do you agree ? 

2() “The right of property for use should be maintained, but the right of 
property for power should be abolished.” Comment. What arc the 
chances for a laborer to acquire property for power? 

30. “Because of its false assumption of ecjuality of rights between employer 
and employee, the principle ol freedom of contract amounts to class 
favoritism.” Do you agree? 

31. “The right of liberty and life are practically denied to laborers in our 
day by virtue of the denial of the right of employment.” Do you 
agree ? What is meant by the right of employment ? Is it a property 
right ? 

32. “Private property has not had a fair trial ” Wherein? 

33. Would it not be possible to get all the advantages of private properly 
under a communistic or socialistic system? What reasons have you 
for your conclusion ? 

34. Would there be property rights under socialism? under communism? 

35. On what grounds can anyone say these things: {a) “The inequalities of 
property serve as a stimulus.” {b) “Ownership develops personality.” 
(c) “Private property is a social trust, d'his is true not only in a vague 
and general way but in an economic and legal sense.” {d) “Property 
is based upon theft.” {e) “There should be no inheritance without an 
economic motive.” (/) “Property is not a single absolute right, but a 
bundle of rights.” 

36. How has it come about that property is in such a strong position in the 
United States? 

37. Five movements are going on which will improve the institution of pri- 
vate property: (i) an increase in the mass of free goods; (2) a restric- 
tion of the extent of private property and a corresponding extension of 
public property; (3) a development of the social side of private prop- 
erty; (4) an extension of private property along certain lines, (5) i h;mges 
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5. Should property rights last beyond one lifetime? Would such a limi- 
tation of property rights result in socialism ? 

6 Would the imposition of an inheritance tax be a violation of private 
property rights? Substitute the word “income” for “inheritance” 
and answer the question. 

7 “The right of property is an exclusive right but it has never been an 
absolute right.” Explain. 

S. In what sense, if any, is there any right of individual property against 
the state ? On what basis or bases could a person contend that the 
state should not “interfere” with private property? Is the exercise 
of the right of eminent domain a violation of private property rights ? 
“Restrictions on the privilege of private property and ownership arc 
introduced even in the most common daily affairs.” Illustrate. 

10 Compare the mediaeval and modern conceptions of private property. 

1 1 How do you account for the fact that the term “property’ has had a 
varying content at different times and among different peoples ? Can 
the content of the concept “private property” be stated? 

1 2 Show how equities in property may be modified by the state, by changes 
in social conventions, by changes in technique. 

1,^ Differentiate between (a) the occupation theory, (b) the natural-rights 
theory, (c) the labor theory, (d) the leg.il theory, (e) the social utility 
theory, (/) the exploitation theory of property. 

1 } “Private property has existed so long that it must be right.” Do you 
agree ? Who would agree with this statement ? 

I s Show, by illustrations, how “the institution of private property pre- 
vents acts economically destructive; makes it to the interests of various 
persons to perform profluctive operations; obliges persons to co- 
operate; establishes an institutional system that encourages co- 
operation, and enables world-wide co-operation to take place.” 

if) “Private property fosters and develops in mankind a care for the dis- 
tant future and a sense of responsibility.” How ? 

17 “Property yields security and continuity in ownership.” Of what 
advantage is this to industry? to society? 

I S “A regulation of the plane of competition necessarily involves a restric- 
tion of freedom of contract.” Why or why not ? 

K) “The institution of property inevitably means giving the few power 
over the life of the many.” Is this true? 

20 What arc the disadvantages of those who lack property? Are these 
disadvantages more serious now than they were 300 years ago ? 

21 Draw up a list of the advantages of private property. Draw up a list 
of the disadvantages of private property. What is, in your mind, the 
ultimate justification of private property ? 

22. Are the criticisms found in selections 398, 399, 400, 401 criticisms of 
private property or of something else ? 
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But, further, we shall find that our conception of property relates 
to many things which are not tangible or material. Our man of 
property may be an author or a patentee, and we shall hardly be able 
to say that his copyright or patent-right is not part of his property, 
or even to avoid speaking of his ownership of the copyright or patent. 
He will have debtors; his bank is a debtor to him for the amount 
standing to his credit; his investments of money are claims to receive 
payment from the State or from coq:>orations or individuals. Such 
debts and claims are not rights over any specific tangible objects, 
they are mere rights against the State, or the corporation, or the 
person liable to pay. Yet these rights are transferable, and will 
pass on his death to his representatives. VVe cannot exclude them 
from our notion of properly or deny that in a sense, at any rate, he 
is the owner of them. On the other hand, his “property” clearly 
docs not include all his rights. To say nothing of his general right 
of liberty or reputation, his rights as a husband or a parent are 
not proprietary rights, nor is his right to recover damages for jiersonal 
injury or defamation ; but we may include among {iroprietary rights tin* 
right to recover damages though unliiiuidatcd (i.e., of uncertain 
amount until settled by a judge or jury), for breach of contract, or, 
probably, even for injury to his property. Generally speaking, we 
shall include under the notion of a man’s firoperty in its widest 
sense all rights which are cajiable of being transfern-d to others or 
being made available for payment of his debts, or of passing to his 
representatives on his death. 

2. Ownership and possession . — Turning to rights over tangible 
things, we must notice the distinction belween ownership and jios- 
session. The owner of a thing is the jicrson who has, in the fullest 
degree, those rights of use and enjoyment, of destruction, and of dis- 
position, which have been mentioned above - subject, of course, to the 
general rules of law which ])rotect the rights of others, and sul)ject 
to certain limited rights which he or hispredecessois may hav(' created 
in favor of others. The owner of a pistol is none the less owmer because 
the law prohibits him from discharging it in a public highway, the 
owner of a field docs not cease to be owner because the j)ublic or a 
neighbor has the right to use a footpath across it. 

The essence of owmership, tlien, is that it is a right or an aggregate 
of rights. Possession, on the other hand, is primarily a matter of 
fact. If the owner of a watch is robbed of it by a thief, the owner’s 
rights as rights remain intact; the, thief acejuires no right to the watch 
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5. Should property rights last beyond one lifetime? Would such a limi- 
tation of property rights result in socialism ? 

6 Would the imposition of an inheritance tax be a violation of private 
property rights? Substitute the word “income” for “inheritance” 
and answer the question. 

7 “The right of property is an exclusive right but it has never been an 
absolute right.” Explain. 

S. In what sense, if any, is there any right of individual property against 
the state ? On what basis or bases could a person contend that the 
state should not “interfere” with private property? Is the exercise 
of the right of eminent domain a violation of private property rights ? 
“Restrictions on the privilege of private property and ownership arc 
introduced even in the most common daily affairs.” Illustrate. 

10 Compare the mediaeval and modern conceptions of private property. 

1 1 How do you account for the fact that the term “property’ has had a 
varying content at different times and among different peoples ? Can 
the content of the concept “private property” be stated? 

1 2 Show how equities in property may be modified by the state, by changes 
in social conventions, by changes in technique. 

1,^ Differentiate between (a) the occupation theory, (b) the natural-rights 
theory, (c) the labor theory, (d) the leg.il theory, (e) the social utility 
theory, (/) the exploitation theory of property. 

1 } “Private property has existed so long that it must be right.” Do you 
agree ? Who would agree with this statement ? 

I s Show, by illustrations, how “the institution of private property pre- 
vents acts economically destructive; makes it to the interests of various 
persons to perform profluctive operations; obliges persons to co- 
operate; establishes an institutional system that encourages co- 
operation, and enables world-wide co-operation to take place.” 

if) “Private property fosters and develops in mankind a care for the dis- 
tant future and a sense of responsibility.” How ? 

17 “Property yields security and continuity in ownership.” Of what 
advantage is this to industry? to society? 

I S “A regulation of the plane of competition necessarily involves a restric- 
tion of freedom of contract.” Why or why not ? 

K) “The institution of property inevitably means giving the few power 
over the life of the many.” Is this true? 

20 What arc the disadvantages of those who lack property? Are these 
disadvantages more serious now than they were 300 years ago ? 

21 Draw up a list of the advantages of private property. Draw up a list 
of the disadvantages of private property. What is, in your mind, the 
ultimate justification of private property ? 

22. Are the criticisms found in selections 398, 399, 400, 401 criticisms of 
private property or of something else ? 
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Lastly, we may notice that even wrongful possession, if continued 
for a certain length of time, matures into what, for practical purposes, 
is indistinguishable from ownership. A wrongful possession of land 
for twelve years, of goods for siv years, destroys the owner’s right 
to recover his property by at t ion and, at least in the case of land. Ids 
right to retake possession. 

363. THE ATTRIBUTES OF PROPIdUrY' 

The right of property, says Art. 544 of the Code iXapolcon, is the 
right to enjoy and dispose of tilings in the most absolute fashion 
Although this definition has coast'd to be altogetluT true for the law 
of property is nowadays subject to ever-increasing restrictions it 
brings into sharp relief w'hat owiu'rship really is, an absolute right 
(i) absolute, in that it embraces the sum total of the satisfaction^ 
which may be obttuned from a thing, iiit hiding even the stujiid satis 
faction of destroying it; (2) absolute, in that it is not limited by time, 
or at any rate is limited only by the length of life of the object 
Perpetuity and free disposal are, then, the two characteristics of the 
right of property. 

1. Perpetuity. --When the right of property has for its object 
goods which perish in consumption, or which last but a short time, 
jicipetuity is of no great economic interest, since it is not actuallc 
realised. But when the object appropriated is per])etual in its nature 
or at least very long-lived, the right of projierty appears in its full 
force and with all its conscciuences. 

But if the object of the right of property is sometimes everlasting, 
the subject never is. He dies. This is a critical monumt for the 
right of ownership. What is to become of it? Since the right does 
not die, it must pass into other hands. Into whose? Into those of 
the man appointed by the deceased ? 'IhC would be quite in keeping 
with the law, although it is a right which was not acknowledged without 
hesitation. But if the deceased has not appointed anyone, on whom 
will the right devolve ? On the nearest relatives, the law declares. 

2. Free disposal. -The other essential attribute of the right of 
property is, as we have said, the right of free disposal: the right, as 
the French Code defines it, to enjoy and disi)ose of things in the most 
absolute fashion. 

‘Adapted by permission from Charles Gide, Political Economy, 466-71 
(D. C. Heath & Co . igi O 
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But this ri^^ht ‘‘to dispose of a thing at will,” which gives owner- 
ship the essentially absolute character without which we should not 
recognise it, did not always exist. It was only gradually that the idea 
of ownership widened, passing through the same progressive stages 
as the oljject of ownership. 

The following, so far as we are able to conjecture, is the 
order in which tlie right of private ownership acquired its essential 
attributes: 

(1) Probably the first right of property was that of exploiting one's 
possessions, i.e., turning them to account by the labour of others— 
slave labour in former times, the labour of the free wage-earner today. 
This was the most “noble ” attribute, since it absolved the owner of 
[iroperty from personal labour. 

(2) The right of gift seems to have been one of the earliest modes 
of disposing of wealth— at least in tlie case of “movable” objects 
prior even to the right of sale. 

(3) The rights to sell and to let do not seem to have appeared 
till much later— at least in the case of immovable property. Aristotle, 
in the fourth century B.C., declared that these were necessary attri- 
butes of the right of property, but docs not speak as if they were 
at that time generally recognised. There were reasons enough, 
indeed, why they should not be So long as property was vested in 
the family and was under the seal of religious consecration — wdiich 
was the characteristic of property in antifiuity- alienation was not 
possible: it constituted an impious act on the part of any member of 
ihe family. Further, as division of labour and exchange did not yet 
exist, each family was self-sulTu lent and as movable wealth was rare 
each man kept his own, sometimes even taking it to his tomb with 
him sale could only be an exceptional and abnormal act. Thus, 
when it first appears, we find it comiiasscd with extraordinary solem- 
nities: it is a sort of public event. The mancipatiOy for instance, had to 
take place in tlie presence of five witnesses, representing the five 
classes of the Roman people. 

(4) Tlie right to bequeath, i.e., to give by will, which has always 
been considered the most important attribute and the crowning fea- 
ture of the right of projierty, prolonging as it docs this right beyond 
divitli, was still slower in making its appearance. The right to dispose 
of one’s possessions at death ran counter to the principle of intestate 
succession, and is still in conflict with it in most of our modern legis- 
lations, particularly the French Civil Code. 
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364. THE VARYING CONTENT OF THE TERM PROPERTY* 

One of the mistakes oftenest committed is that of supposing 
that the same name always stands for the same aggregation of ideas. 
No word has been the subject of more of this kind of misunderstanding 
than the word property. It denotes, in e\cry state of society, the 
largest powers of exclusive use or exclusive control over things (and 
sometimes, unfortunately, over persons) which the law accords, or 
which custom in that state of soc^iety recogni/es, but these* j)oweis of 
exclusive use and control are very various and chiTer greatly in dilTer- 
ent countries and in different slates of sot iety. 

For instance, in early states of society, the right of property did not 
include the right of beejuest. d'he power of ch-^posing of prc)[)erty by 
will was in most countries of Europe a rather late institution , and long 
after it was introduced it continued to be limited in fa\c)r of what 
were called natural heirs. Where becjuest is not permitted, individual 
[)roperty is only a life interest. And in fact, as has been so well and 
fully set forth by Sir Henry Maine in his most instructice w'ork on 
Ancient Lawg the primiticc idea of [)ro[)ert\ was that it belonged to the 
famdy, not the indie idual. 

Then, again, in regard to proprietary rights over immovables (the 
{irincipal kind of property in a rude age), these rights w'ere of very vary- 
ing extent and duration. By the Jewish law prot)erty in immovables 
was only a temporary concession , on the Sabbatic al year it returned to 
the common sloe k to be ledistributed, though we may surmise that in 
the historical times of the Jewish state this rule may have been suc- 
cessfully evaded. In many countries of Asia, before European ideas 
intervened, nothing existed to which the e\()rcssion properly in land, 
as we understand the phrase, is stric^tly aj)plicable. d'he owmership 
was broken up among scveial distinct parties, whose rights were 
determined rather by custom than by law. The government was part 
owner, having the right to a heavy rent. Ancient ideas and even 
ancient laws limited the government’s share to some particular 
fraction of the gross produce, but practically there was no fixed limit. 
The government might make over its share to an indi\ idual, who then 
became possessed of the right of collection and all the other rights of 
the state, but not those of any private person connected with the soil. 
These private rights were of various kinds. 1 he actual cultu ators, or 
such of them as had been long settled on the land, had a right to retain 

* Adaptec] by permission from J. S. Mill, “Chapters on Socialism,” ForlnighU} 
Rmew, XXXI (1879), 526-30. 
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possession; it was held unlawful to evict them while they paid the 
rent— a rent not in general fixed by agreement, but by the custom of 
the neighborhood. Between the actual cultivators and the state, or 
the substitute to whom the state had transferred its rights, there were 
intermediate persons with rights of various extent. There were 
officers of government who collected the state’s share of the produce, 
sometimes for large districts, who, though bound to pay over to 
government all they collected, after deducting a percentage, were 
often hereditary officers. There were also, in many cases, village 
communities, consisting of the reputed descendants of the first settlers 
of a village, who shared among themselves cither the land or its pro- 
duce according to rules established by custom, either cultivating it 
themselves or employing others to cultivate it for them, and whose 
rights in the land approached nearer to those of a landed proprietor, as 
understood in England, than those of any other party concerned. 
But the prot)rietary right of the village was not individual, but col- 
lective; inalienable (the rights of individual shares could only be 
sold or mortgaged with the consent of the community), and governed 
by fixed rules. In mediaeval Europe almost all land was held from 
the sovereign on tenure of service, either military or agricultural, and 
in Great Britain even now, when the services as well as all the reserved 
rights of the sovereign have long since fallen into disuse or been com- 
muted for taxation, the theory of the law does not acknowledge an 
absolute right of property in land in any individual; the fullest landed 
proprietor known to the law, the freeholder, is but a “tenant” of the 
crown. In Russia, c\'cn when the cultivators of the soil were serfs 
of the landed proprietor, his proprietary right in the land was limited 
by right of theirs belonging to them as a collective body managing its 
own affairs, and with which he could not interfere. And in most of the 
countries of continental Europe, when serfage was abolished or went 
out of use, those who had culti\ atcd the land as serfs remained in pos- 
session of rights, as well as subject to obligations. The great land 
reforms of Stein and his successors in Prussia consisted in abolishing 
both the rights and the obligations, and dividing the land bodily 
between the proprietor and the peasant, instead of leaving each of 
them with a limited right over the whole. In other cases, as in Tus- 
cany, the metayer farmer is virtually co-proprietor with the landlord, 
since custom, though not law, guarantees to him a permanent pos- 
session and half the gross produce, so long as he fulfills the customary 
conditions of his tenure. 
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Again, if rights of property over the same things arc of different 
extent in different countries, so also are they exercised over different 
things. In all countries at a former lime, and in some countries still, 
the right of property extended and extends to the ownership of human 
beings. There has often been property in public trusts, as in judicial 
offices, and a vast multitude of others in FraiK e before the Revolution ; 
there are still a few patent offices in Great Britain, though I l^elieve 
they will cease by operation of law on the death of the [)resent holders, 
and we are only now abolishing property in army rank. Public bodies, 
constituted and endowed for public purposes, still daim the same 
inviolable right of property in their estates which indixidiials have 
in theirs, and though a sound political morality docs not acknowledge 
this claim, the law supports it. 

We thus see that the right of property is differently interpreted, 
and held to be of different extent, in different times and places; that 
the conception entertained of it is a \arving conception, has been 
frequently revised, and may admit of still further revision. It is also 
to be noticed that the rc\ isions whic h it has hitherto undergone in the 
progress of society have generally been improvements. \\ hen, there- 
fore, it is maintained, rightly or wrongly, that some change or modi- 
fication in the powers cxcuised over things by the persons legally 
recognized as their projirietors would be beneficial to the public 
and conducive to the general improvement, it is no good answer to 
this merely to say that the proposed change conflicts with the idea 
of property. The idea of property is not some one thing identical 
throughout history and incapable of alteration. 'This is said without 
prejudice to the equitable claim of proprietors to be compensated 
by the state for such legal rights of proprietary nature as they may be 
dispossessed of for the public advantage. Under this condition, 
however, society is fully entitled to abrogate or alter any particular 
right of property which on sufficient consideration it judges to stand 
in the way of the public good. And assuredly the terrible case which 
Socialists are able to make out against the present economic order of 
society, demands a full consideration of all means by which the 
institution may have a chance of being made to work in a manner more 
beneficial to that large portion of society which at present enjoys the 
least share of its direct benefits. 
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365. PROPERTY AND WEALTH* 

FORMS OF WEALTH 

Productive land S land timber land, 

I mining land, hunting land, fisheries 


2 i ]Wa}'s of transit 

, w/ Wluihiing land 

1 ^ 1 . 

' ^Land improvements 


f Railways, roadways, 

/ waterwa}s, parks 

( liuil.linR, |Ovcrhoa<1 

] Improvanonis on highways UndwR’’™"'' 
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Raw Materials 


Finished products 
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[ Manufactured 


Ry being burned 
Ry being eaten or drunk 
by being otherwise used 

Mechanical devices 

Animals 

“Hard money” 

Clothing and jewelry 
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\Human Beings | |C 


FORMS OF PROPERTY RIGHTS 


, Complete (Fee Simple 


I Rights in common 

/To services < ut longitudinally ) Rights to dilTerent usufructs 
/ 1 Partnershi]) rights 

I 1 Joint stock shares 


, To services cut transversely 


J Rights to definite parts of 


\Minor and indefinite 


Reversion 

[ Patent and copyright 


j Bonds 
1 Private notes 
1 Rank notes 
' bank deposits 

! Checks, drafts, and 
bills of exchange 
Irredeemable paper 
money 


\ Good will and custom 
} Taxing power 


* Taken by permission from Irving Fisher, The Nature of Capital and Income, 
PP* h 37 - (If’he Macmillan Co., 1906,) 
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366. THEORIES OF PRIVATE PROPERTY 
A* 

The earliest theory of private property as found in some of the 
Roman writers is the occupation theory. The doctrine that property 
belongs of right to him who first seizes it is, however, one that can 
apply, if at all, only to the earliest stages of development. Where no 
one has any interest in the property, no one will object to the assertion 
of a claim by a newcomer. When pro[)erty is without any discover- 
able owner, we still today assign it to the lucky tinder. The occupa- 
tion theory may explain how the jiresent legal title to certain foims of 
property originated; it cannot serve as a juslilication of private 
property, except in the rare case of previously unoccupied or unutili/ecl 
wealth. The mere fact that a person has seized a thing is no reason 
why he should retain it. 

The next doctrine was the natural rights theory. Private property, 
so we were told by the philosophers of anliiiuity and the publicists of 
the later middle ages, is a natural right, a p^irt of the law of nature. 
It will at once be asked, however, what is denoted by nature? The 
great philosophers of antiquity ujdield private property in slaves as 
a natural right. Much of what we today consider natural, our 
descendants will deem unnatural. Our conception of nature in this 
sense is essentially ephemeral and mutable. 

Driven from this position, the natural rights school took refuge 
in the labor theory, and maintained that the real title to prixatc 
property is derived from the toil and trouble e\peiiencecl in c renting it. 
Surely, it will be said, a thing belongs of right to him who prodiu es it. 
But at once comes the rct)ly: no one has created the land. As a con- 
sequence, we find thinkers of all ages, from Phaleas of anti(|uity to 
the disciples of Henry George today, who contend that pri\ate prop- 
erty in land is unjust, while maintaining that private property in 
everything else is defensible. These critics, however, ocerlook the 
fact that the difTerence between land and so-called labor piodmts is 
in this respect, at all events, one only of degree, because notliing 
is the result of individual labor alone. The carpenter, it is said, 
rightfully owns the table which he has made. But to what extent 
has he made it? The tree which alTords him the raw material was 
not created by him; the axe with which the tree is felled is tlie 

* Adapted by permission fi >m E. R. A. Seligraan, Principles of Economics 
pp. 131-34 (Longmans, Green & Co., 14905.) 
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in nature or in God. By this view, the relation of the producer to 
his product forms a mysterious bond, establishing a connection only 
dissoluble at his will. lie may sell his product, but until he choosc^ 
to part with it, it is his own so perfeUly that neither the state nor 
individual can limit his use of it (if not prejudicial to otliers); and 
after he has sold it, the proceeds are his so com{)lete})' that it is sheer 
robbery if he is deprived of them or any part of them, for any reason 
whatsoever. To say that relationship, by this view existing between 
the producer and the product, is as tender, as close, as m}'steiious as 
that between the parent and child, is to understate the case. Accord- 
ing to the opinions of writers of this school, the rights of pio[)erty are 
far more sacred than those of liberty or life, for it is admitted that 
the state can, for many a reason not alTec ting c\ en its own existence or 
independence, summon its c iti/en^ to arms and com[)el them to travel, 
to watch, to fight, and exen to die for the public intercNt, without com- 
pensation (for what compensation can there be for life?); yet the 
state cannot disregard the rights of property, in any degree, for any 
purpose, without becoming a robber. 

Second. We have the qualified view of the sacredness of property 
right, by which it is held to have a spec ial moral sanctity attat hing to 
it, yet to be subject to control by the state for the public good. 'J'hosc 
who hold this view arc amenable to reason on a question regarding the 
rightfulness or wrongfulness of a proposed invasion of property right. 
They do not put the right of property above those of liberty and life. 

Third. There is the utilitarian view of the property right, 
according to which a surheient sanction for those rights is found in the 
fact (alleged by those who hold this view) that, on the whole and in the 
long run the greatest gcxod of the greatest number is clearly sec ured by 
the conservation of private property. Those of us who hold this 
view do not find it necessary to seek the justification of private pro])- 
erty in a divine ordinance. We do not even feel bound to show that 
it is fully what people choose to call a ^‘natural right,” such as is 
asserted in the American Declaration of Independence. We might 
even go so far as to coni lude that in some stages of .social progress 
and industrial development, an altogether different system would be 
better than this. 

Fourth. We have the view that jiroperty is not rightfully in the 
individual at all, but in the familv' or clan. Ihis \iew rests laigely 
upon historical considerations drawn from such woiks as Blaines 
Village Comnmnily and Hearn’s Aryan Household. 
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Fifth. I.astly, we may call the hostile view, viz . that the title to 
wealth is not rightfully in the individual nor in the family, nor even 
in the clan, but in the state, and consequently, that “property is 
robbery.” 

C* 

As we tra(e the course of events ba( k through the centuries, it 
becomes dear that j)ri\ate propertv had its origin m \iolence and 
aggression. Men took what the\’ could get and kept it as long as they 
could. Jt w'cis (I ppropnalioii by llic s/ce//gcw/ which probabl) lirst estab- 
lished the ])rm(iple of individual ownership, d'his atepears to be 
accepted now as a fad of history by the best students who have 
c.xplored the subjec t. 

It is not strani^e, therefore, that one of the lirst answers to the 
problem which ha^ beem given should have bes-n altogether negative. 
It has been asserted that private propeitv is utteilv without justi- 
lic ation Proudhon, in k'raiu e, enunc laled his famous doctrine in the 
teise erv , “ W hat IS j)rc)pert\ ^ Propeutv isrobberv'” 

Put tlieie is another theory which still has a penverful hold upon 
many thoughtful people. It finds evpiession m a number of dilTercnt 
ways. Jt goes with the reverence for lived institutions. “IVivate 
[iroiiertv has existed so long that it be right,” men seem to think. 
'They assume for that reason that it was established by divine intelli- 
gence, it has come by the law of nature, through the process of 
evolution. If accident or fortune had anv thing to do with it, then 
it was the same accident or foitune that rules the earlh or the 
univcise. 'bhev claim the right of ownership to their property 
on the same principle that they assert ownership to the nuiscles 
of theii bodv, the c .qKicities of their br.im, the (|ualities of their soul. 
'They believe it to be an instiluiion oj iialurc, and so an institution 
of God. 

It is, however, in substance the same as the other stand})c)int— 
the right of c)ccu[)ation It is the basis of law with reference to 
I)ropcrlv. Put it is alter all a most un.atisfadorv position. Any 
institution could seek j’listiiic'ation bv that means, provided it had 
evisted long cmoiigh Unman slaverv undoubtedlv survived much 
longer than otherwise would have been the case, because it supported 
itself bv that plea. 

'Ad.iptrd by [KTinission from W L .Slu-ldoii, “What Justifies Private IVop 
erty?” I )tlcrniilional Journal of Ethics, iW (18(^3-94), 29-28 
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367. A CASE FOR PRIVATE PROPERTY 
A* 

First and foremost, supreme, is a group of advantages bearing 
upon the production of wealth, arising from the superior activity, 
the sterner energy, the gre.iler lare in the use of tools, nun^hincry, and 
[)lant, the sa\ ing of wa^^te m materials in products, whic h, it is credibly 
alleged, belong to woik done lor an immediate individual reward, 
as comjiarcd with that done 1)\ him who only linds his interest or feels 
his duty as a member of a large body. 

Herein is found the mam bulk of the economic advantages com- 
monly attributed to the system of piivate projierty. To those wTo 
hold by this svstem, the industrial superioritv arising from the sources 
indicated, is a superioiity almost bevond measure. 

The second advantage of j)rivate jiioperty is that it sustains, 
fosters, and continuously de\ elofis, in mankind, that care for a distant 
future, that sense of res[)onsibility for a provision for the young 
(be}’ond the mere period of nursing), which not only clearly and by 
an almost inlimte inlervcd, distinguish our race from the brute, but 
which become the object of the noblest excition and sacrifices, the 
spring of the most heroic motives and impulses of which men are 
capable; in which, indeed, may be said to lie the sj)ecial cause of 
man’s [irogressiv e advancement, in mind, in chaiactcr, in poweis, and 
in arts, from the lowest to the highest; which, in a word, hold the 
secret of cixili/ation 

d'he third advantage which we attribute to [irivate property is 
that, through (he forc'gomg sense of responsibility for prov ision for the 
young during a more or less distant future, it biings into open al ion 
the single force which has the virtue to check the wanton, senseless, 
brutal increase of [lopulation, amid s'^jualor and hunger — the sure 
result of whic h is the degradation of the species, and the speedy loss of 
the richest and ripest fruits of time and experience. 

The moral advantage of private property over Communism is that 
it makes the private person think of his life as a whole, and realize 

' Adapted by permission from F. A. Walker, Discussions in Economics and 
Slalislics, II, 409-10. (Henry Holt & Co., 1899.) 

’Adapted by permission from A. D. Lindsay, “The Principle of Private 
Property,” in Fropirty, Its Rights and Duties, pp 73-77. (Macmillan & Co., Ltd., 
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his responsibility for his actions. In a society whose economic organi- 
zation is at all developed, most property consists, not in rights to the 
enjoyment of things, but in rights to services; the power to make 
men act in certain ways. This power, it may well be contended, is as 
essential a part of what makes individuality in life as is the possession 
of objects. 

But something else can be said for private property in the means 
of production. The argument may be put in some such way as 
this: It may be true that all productive work is co-operative and 
that, therefore, no wealth is produced by individuals in isolation but 
it does not follow tliat the part played by different individuals is the 
same or of equal value. Co-operation is tlie combining of different 
wills and different minds, and all deliberation and contrivance comes 
originally from individual minds. Efficient production is only possible 
if encouragement is given to originality and invention in individuals as 
much as to the co-operation between all the members of society. It 
may be true that power over and control of other men is liable to 
abuse, but it is also an essential instrument in achieving anything of 
note in combined effort. If private property gives men the power of 
directing others in the work of co-operative production, that is no 
evil but a manifest good if that power is in the hands of those who can 
use it best. Further, while it may be true that we cannot divide up 
wealth into parts and say this part was created entirely by this man 
and this by that, it does not follow that we cannot estimate the rela 
tivc importance of the parts pla>ed by different men. On the con- 
trary, a man’s income does roughly express the value which society 
puts upon his services, and the money a man makes is a fair criterion 
of his capability to use profitably the power over other men’s lives 
whii h the possession of property gives. Such a criterion may not be 
infallible. No doubt it is not, but it is a better criterion than any 
other which can be substituted for it. 

C‘ 

What have I to say why judgment should not be passed against 
me ? why I should not be banished from human society ? why, with 
creatures of darkness, I should not be cast into the outer void ? 1 
have little to say. But my long and effective services to society 

‘ “My Apology,” by P. Property. Taken by permisbion from W. H. Hamil- 
ton, Current Economic Problems^ pp. 866-68. (The University of Chicago Press, 
1915.) 
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speaK eloquently for themselves, and I may as usual content myself 
with few words. I need only enumerate in briefest form the record 
of my accomplishments, and I feel that my defense is complete 
I mention my achievements not boastfully, being as modest as my 
first name Private signifies, but only as earnests of what society may 
expect from me in the future. 

For society, and in furtherance of civilization, I, Private Proji- 
erty, assert tliat I have performed these services, to wit: 

First, I have rendered the fundamental conditions of social and 
industrial life safe and secure. Before I came into my own, tlie 
power to seize and hold summed up the ethics of ownershij), Ihier- 
gies that miglit have gone into more jiroductive employments were 
used in defending one’s own or in appropriating one’s neighbor’s. 
But I established and secured social sanction and universal respetl 
for the right of possession. 

Second, the security thus afforded has caused the energies of men 
to be diverted from the acquisition to the production of wealth. It has 
led to the utilization of natural resources, and hasjirovidcd o]q)ortunity 
for the use of long-continued and consistent industrial policies which 
have caused material goods to increase verily a hundred fold. 

Third, such security has furnished an incentive to man as a 
worker to utilize his productive capacities to the full. It has caused 
him to sow, because it has promised that he, and not another, should 
reap. It has led him to sacrifice immediate gain in establishing new 
processes and in devising new instruimnits of jiroduction to the end 
that the earth might be crowned with abundance. 

Fourth, I plead innocent of the charge of having favored a pri\ 1- 
leged “leisure class,” upon whom I have sliowered plenty that has 
been wasted in riotous living. It is true that I have conferred 
weal til upon a few. But these few I have not particularly favored. 

I have chosen them for highly important and extremely dangerous 
social service. I have assigned to them the task of experimentation 
in consumption. Whatever bad they have found they have dis- 
carded. The good that they have discovered has in time been made 
the property of the masses. They are the vanguard of my army 
which is engaged in raising the standard of living. The goods sup- 
plied to them are not rewards; they consist only of the laboratoiy 
materials necessary to the work which they are doing. Witness 
their suffering, their costs, and you can appreciate the heroism 
which makes them willing to serve society in so dangerous and 
32 
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important an undertaking. The extent to which, through their 
pioneer service, the formerly rigid boundaries of consumption have 
been extended attests my wisdom. 

Fifth, I have greatly increased the product of industry by the 
use of vast stores of capital. The economic inequality which I 
have perpetuated has been the cause of the existence of so fruitful 
a fund. For its bulk has come from the very large incomes whose 
source I am. The savings which become the capital that turns the 
wheels of our mills, runs our machines, and speeds our trains across 
the continent on their missions of service are possible only because 
of me. And, but for the security which I offer, the investment of 
these savings would be im])o^dble. 

Sixth, I su|)])ly the ])eople with abundance and contribute to the 
fullness of their lives. The secuiity whiih I have brought about 
has almost eliminated risks. 'I'he result i.s decreased costs, which I 
generously offer to the public in decreased j)rices. The long-time 
productive operations, the impiovements m technic|uc, and the cumu- 
lative investment of capital, wlikh 1 have brought about, confer the 
favors of plenty, variety, .ind dieaimess upon all sorts and condi- 
tions of men. My aristocratic methods ha\e been mere devices for 
secuiing dcmo< ratic ends 1 have fon'ed my owners to use me 
productively. 1 have made them stcwaids of the commonweal. 

Seventh, I have kal society in its develo])ment to higher and 
higher planes. Out of my abundance th('\ have been able to satisfy 
more and more of their material wants 'I'he cc'rtainty with which 
1 have endowi'd the satisfaction of the necessary matiaial wants has 
enabled tliose who choost* to give of their time, eiu‘rg\', and means 
to the immaterial things of life Our culture, with its wide horizon 
and its varied content, is my handinork That civilization is not 
coarse and material and brutal is mv doing 

Kiglitli, 1 have jirevented a jxissing sc'iiLiment.ilism from sacri- 
ficing these more permanent values to the ] lasting fancy of the 
moment. 1 have, at the cost of much mkundei standing and malig- 
nant criticism, prevented the wealth that was needed for a richer 
life for the generations of the future fiom being wasted in satisfy- 
ing the immediate wants of a few suiqdus indniduals who promised 
no contribution to culture. I have preferred to have such wealth 
used in enlarging capital, thus making for bounty of goods, and in 
social experimentation whose end was to lead men to richer and 
fuller life. I have seen clearly thy-t a deficiency of human life could 
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easily be supplied within a j;;encration, but that a deficiency in capital 
can never be made up; that cumulatively it becomes greater as the 
years pass; and that it must deny life to many >et unborn and rob 
others of comforts which otherwise would have made tlieir lives less 
vain and hollow. 

Ninth, I have proved myself the custodian of peace and have 
laid the foundations of a world-wide Christian community. The 
system of vested interests with which I have surrounded labor and 
capital has done more for Uie cause of jieace than all other agencies 
combined. For I have increased many fold the costs to all classes 
of engaging in war. I'he world-wide industrial system which I 
have wrought is more powerful than all armaments combined in 
protecting a st;ite against the encroachments of another state and it 
contributes more to nation’s understanding of nation than the whole 
world-wide s\stem of diplomacy. IMy success has not been com- 
plete, but tliat merely makes my continued presence and activity all 
the more necessary. 

I would not detract one whit fiom the good intentions of my 
malefactors. I bear them no malice. My only plea is that I be 
judged according to my fruits. 1 am done. 

368. PRIVATE PROi^ERPY HAS NOT HAD FAIR TRIAL* 

The princij)le of pri\ate property has never }et had a fair trial in 
any country, and less so, t)erhaps, in this country lhan in some others. 
The social arrangements of modern lairope cornmeiued from a 
distribution of property whith was the result, not of just partition, or 
aitjuisilion by industry, but of comiuest and violence, and notwith- 
standing what industry has been doing for many centuries to modit\ 
the work of force, the s>stem still retains many and large tracer 
of its origin. 'Phe laws of property ha\e newer \et conformed to the 
principles on whic h the justification of [)rivate property rests, d'hey 
have made property of things which never ought to be property, and 
absolute property wdiere only a qualified pro^ierty ought to e.xist. 
T'hey have not held the balance fairly between human beings, Imt have 
heaped impediments upon some, to give advantage to others; they 
have purposely fostered inequalities, and prevented all from starting 
fair in the race. That all should indeed start on perfectly ectual 
terms, is inconsistent with any law of private property; but if as much 

* Adapted by permission from S. Mill, Principles of Political Economy, 
Hook II, chap. i. (D. Appleton & Co., 1893 ) 
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important an undertaking. The extent to which, through their 
pioneer service, the formerly rigid boundaries of consumption have 
been extended attests my wisdom. 

Fifth, I have greatly increased the product of industry by the 
use of vast stores of capital. The economic inequality which I 
have perpetuated has been the cause of the existence of so fruitful 
a fund. For its bulk has come from the very large incomes whose 
source I am. The savings which become the capital that turns the 
wheels of our mills, runs our machines, and speeds our trains across 
the continent on their missions of service are possible only because 
of me. And, but for the security which I offer, the investment of 
these savings would be im])o^dble. 

Sixth, I su|)])ly the ])eople with abundance and contribute to the 
fullness of their lives. The secuiity whiih I have brought about 
has almost eliminated risks. 'I'he result i.s decreased costs, which I 
generously offer to the public in decreased j)rices. The long-time 
productive operations, the impiovements m technic|uc, and the cumu- 
lative investment of capital, wlikh 1 have brought about, confer the 
favors of plenty, variety, .ind dieaimess upon all sorts and condi- 
tions of men. My aristocratic methods ha\e been mere devices for 
secuiing dcmo< ratic ends 1 have fon'ed my owners to use me 
productively. 1 have made them stcwaids of the commonweal. 

Seventh, I have kal society in its develo])ment to higher and 
higher planes. Out of my abundance th('\ have been able to satisfy 
more and more of their material wants 'I'he cc'rtainty with which 
1 have endowi'd the satisfaction of the necessary matiaial wants has 
enabled tliose who choost* to give of their time, eiu‘rg\', and means 
to the immaterial things of life Our culture, with its wide horizon 
and its varied content, is my handinork That civilization is not 
coarse and material and brutal is mv doing 

Kiglitli, 1 have jirevented a jxissing sc'iiLiment.ilism from sacri- 
ficing these more permanent values to the ] lasting fancy of the 
moment. 1 have, at the cost of much mkundei standing and malig- 
nant criticism, prevented the wealth that was needed for a richer 
life for the generations of the future fiom being wasted in satisfy- 
ing the immediate wants of a few suiqdus indniduals who promised 
no contribution to culture. I have preferred to have such wealth 
used in enlarging capital, thus making for bounty of goods, and in 
social experimentation whose end was to lead men to richer and 
fuller life. I have seen clearly thy-t a deficiency of human life could 
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Property “for use” — what a man needs for true freedom, what 
even at the utmost he is able to use — is a very limited quantity on the 
whole. Very speedily, as it expands, it becomes “property for 
power”; it becomes at last the almost unmeasured control by the few 
rich, not of any amount of unconscious material, but of other men 
whose opportunity to li\e and work and cat betomes subject to their 
will. That is where property has so manifestly gone urong. 

The tenure of property in any community must be judged by its 
tendency to promote what alone is the real end of (i\il society that 
is, the best po^->i])le life for man in general and all men in particular. 

The Stimulus of unlimited acquisition, it is sometimes pleaded, is 
necessary to bring out of men their greatest capacity and energy. If 
you restrain a man’s freedom to acejuire, you damp his energy. Put 
what about tlic energy of the masses of men who can acquire no 
property or not suffu lent property to give them secure status and 
hope? If you go some way towards equalizing opportunity, a^- 
between one man and another, will )ou not stimulate a thousand 
energies and interests to one which you may check? 

The most formidable form of this [ilea is that which represents 
to us that in modern industry the most important fai tor is the brain 
of the great organizer; that tiiis will only work under the stimulus of 
unlimited acquisition of wealth and [icrsonal power; and that if in our 
oyMi country this power of unlimited acejuisition is restricted, the 
men of greatest initiative w'ill go to countries where no such restric- 
tions exist, and our own industrial life will sulTer. 'J'his is a terrilile 
argument— the argument that what is most powerful in men cannot 
be induced to act in the public interest l)ut only on the motive of unre^ 
stricted selfishness. There are many experiences in modern industrial 
life to be set against it. It may, however, be a motive for pro- 
ceeding gradually in reforming industrial conditions, and a ground 
for strengthening international fellowship among reformers so that 
similar tendencies may be apjiarent in all countries. Put it can 
never be a ground for tying the hands of justice; and it leaves alto- 
gether out of account the stimulus to industry which is to be antici- 
pated in any country in which more and more men in the industrial 
world can feel that it is worth while to do their best. 

Property in some sense is necessary for personality. That is 
certainly true. Let us therefore be careful to guard against any 
invasion of the real liberty of persons, let us maintain the right of 
property “for use.” 
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370. PROPERTY AT ITS ZENITH' 

But as industry is more productive, so accumulation proceeds on 
a vastly greater scale in our own civilization; and while the borders 
of political, religious, national, and one may say social, freedom have 
widened, the inequalities of wealth have only increased. Yet it is not 
inequality as such that is the fundamental fact of our system. It 
is the entire dependence of the masses on land and capital which 
belong to others. What is more, only a fraction of our population 
could be supported by agriculture; and for the cotton spinner, the 
railway mun, or the coal miner there is no sense in talking of his owning 
the means of production as an individual. 

Thus, while modern economic conditions have virtually abolished 
property for apart from furniture, clothing, etc.; that is, 
property as the means of production, for the great majority of the 
people They have brought about the accumulation of vast masses of 
property for power in the hands of a relatively narrow class. The 
contrast is accentuated by the incieasing divorce between power and 
use. The large landowner stood in some direct governing relation 
to his estate. Responsibility went with ownership, and even sur- 
vived the explicit association between land tenure and political 
functions. d1ic capitalist employer, who began to be dilTerentiated 
from the workman in the earlier part of the modern period, and who 
was the prominent feature of the first two generations of the industrial 
revolution, was still, as the name implies, the employer as well as the 
capitalist. He himself, that is to say, was actively engaged in carry- 
ing out the function which his property made possible. But with the 
progress of accumulation there came further differentiations. It 
became more and more indisputable that the possession of capital was 
one thing and the conduct of business another; and with the rise of 
the joint-stock scstem capital became so split up into shares and 
stocks that it has come to be for its owners nothing more than a paper 
certificate, or an entry in the books of the Bank of England, which 
they have never seen, meaning to them only what it brings in by the 
quarter or the half-year. And yet these investments, this capital, 
is the governing force in the lives of thousands and millions of men 
scattered throughout the world. It is the instrument by which 
they are set in motion, by which their labour is sustained, above all, 

‘ Taken by permission from L. T. Ilobhouse, “The Historical Evolution of 
Property in Fact and Idea," Properly, Its RigJUs and Duties, pp. 21-23. (Mac- 
millan & Co., Ltd., 1915.) ’ 
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by which it is directed and controlled. The divorce of functions 
is complete; and what wonder if the owner of capital presents himself 
to the imagination of the w^orkman merely as an abstract, distant, 
unknown suction-pump, that is drawing away siu h and such a 
percentage of the fruits of industry without making a motion to help 
in the work? 

Lastly, behind the mass of the investors, is the financier, who 
shuffles all these abstract pieces of ca[)ital about, controls their 
application, takes his commission on the proceeds, and constitutes 
himself the working centre of industry and commerce, d'he institu- 
tion of property has, in its modern form, reached its zenith as a 
means of giving to the few the i)owcr over the life of the many, and 
its nadir as a means of securing to the many the basis of regular 
industry, purposeful occupation, freedom, and self-support. 

371. PROPERTY AND PRODUCTION* 

Individuality in the production of wealth is for the good of society 
as well as individuality in the spending of it, and must be made 
possible under any system of property. But it docs not follow that 
such individuality is best reali/od under the existing system of private 
property. Against that particular conclusion the following con- 
siderations may be urged. 

I. Such arguments would not justify the rights of bc([uest or 
inheiitance. It may be that the i)owcr of bequest in some form 
is a necessary incentive to ctTort. It is also true that the solidar- 
ity of the family w^hich the right of inheritance encourages, though the 
right of bequest does not, is for the good of society. Nevertheless, 
in themselves these rights go against the prim iple of tools to those 
who can use them, inasmuch as they put great jww'cr into the hands of 
those whose only claim to it is that they are the natural or chosen 
heirs of those who have shown the cai)ability of using it. Any defence 
of these rights must ultimately be based upon a recognition of the 
importance and value of the existence of associations within the State, 
intermediate between the State and the individual, such as the 
family or what are called voluntary associations. The attempt to 
enforce rigidly the principle of tools to those who can use them or 
money to him who has earned it, and to give all else to the State, 
would deny the value of all such lesser bonds and communities. 

‘ Adapted by permission from A. D. Lindsay, “The Principle of Private Prop 
erty,” Property, Us Rights and Duties, p^. 71-81. (Macmillan & Co., Ltd., 1915.) 
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2. Exceptions having been made to the rights of inheritance and 
of bequest, it is clear on consideration that the amount of money 
earned in any undertaking is obviously only a very rough test of its 
public utility. There are some ways of making money, e.g., the 
promotion of lotteries or gambling, which the State definitely forbids. 
The same principle is implied in the special taxation on lotteries in 
countries where they are permitted, or on the drink traffic. It is 
also implied in the State endowment of research or education. 

3. While it is true that the power given to individuals by private 
property tends to efficiency when rightly used, that does not remove 
the evils produced by the irresponsible power thus acquired with 
property. It may be the case that as yet no means have been devised 
which can prevent these evils without also taking away the advan- 
tages of private property, and that they are a price which is worth 
paying. On that point opinions will differ. 

Here we have the analogy of the control of political power to 
encourage us. Indeed, once wc realize that property exists mainly 
as a power, we can see that the problem of the proper regulations of 
property is only the old political problem of the recognition and con- 
trol of political power in a vastly more complicated form. The same 
difficulty of combining the efficiency which is given by the concen- 
tration of power with the prevention of its abuse and the insistence 
that such power shall be used for social and not for anti-social ends, 
has been realized and to some extent solved, in the political sphere. 

372. THE CONTENT OF AMERICAN PROPERTY RIGHTS* 

A great part of the no billions of American wealth is made up of 
one form or another of capitalized privilege or of capitalized predation. 
If, indeed, our computations include all forms and manifestations of 
private claim and of private property in that to which no individual 
can make good his private right of enjoyment, it is probably not going 
too far to assert that two-thirds of the durable property basis of 
income in the country are nothing else than this capitalization of pre- 
dation. The market value of these non-social forms of capital is 
merely the present worth of the right to exact tribute from one’s 
fellows or to plunder one’s fellows. I put this fraction at two-thirds 
admittedly as mere estimate. 

Note the facts as reported by the 1904 census: Out of the 107 
billions of material wealtli, 18^ billions are reported as current products 

* Adapted by permission from H. J. Davenport, “The Extent and Significance 
of the Unearned Increment," Bulletin of the American Economic Association, Fourth 
Series, No. 2 (lou), 324-26. • 
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— clothing, personal ornaments, furniture, carriages. Of the remain- 
ing 89 billions, 2 billions are coin and bullion. Of the remaining 
87 billions, 62 billions are land and improvements and 16 billions 
are accounted for as public utility corporations; 8 billions remain 
for hve stock and industrial c(juij)ment. Our problem has, then, 
mostly to do with these 87 billions of social cqui})ment- -income- 
earning wealth in the ordinary sense. We find this total to divide 
into: 8 billions of non-transportation ccjui{)mcnt; 16 billions of 
public utility wealth; 62 billions of land and improvements. How 
much, then, of this 87 billions of wealth is the capitalized bounty of 
nature or the ca[)ilalized e\i)e((afion of unearned di\idends? 

Recalling that mines and water {lowers are included within the 
land category, that the ground values in cities like New York and 
Chicago are twice the improvement \ allies; that four-fifths of the 
farm values are land values, that seven-twelfths of the real estate 
values for a group of stales not im hiding New V'ork, .Alassachusctts, 
Illinois, and Pennsyh'ania arc ground values; that the last tax 
report for Illinois gives the town and city lots as assevad at twenty- 
four times the farm values — it is {irobably c onsei\ ati\ e to say that 
over two-thirds of the real estate wealth of the countr\’ is in ground 
values: here are 41 billions of unearned increment. 

Estimating, also, the value of rights of wsiy and user, and of 
terminals for the railroads and tramways, c.vjiress comjianies, tele- 
phone, electric light, and telegrajih comi>anies, it is probably not 
wide of the truth to say that one-half of the 18 billions \aluc of 
public service corjioiations lepresents merely social values. Jf there 
is overstatement here, it surely does not offset the liberality in the 
division of real estate values. 

Here, then, are af’ii’irovimatcly 50 billions of unearned values out 
of a total of 87 billions. Five-ninths of the durable wc^alth re{)ortcd 
by the census is made up of privately ajqiropriated social w'ealth. 

D. The Position of Property 
373. THE POSITION OF PROPERTY IN AMERICA- 

The fact is that private property in the United States, in spite 
of all the dangers of unintelligent legislation, is constitutionally in 
a stronger position, as against the Government and the Govern- 
ment authority, than is the case in any country in Europe. This is 

-Adapted by permission from A. T. Hadley, Undercurrents in American 
Politics, pp. 38-56. (Vale University Press, ic;i5); and “Tlie Constitutional 
Position of Property in America,” Independent, LXIV (looS), 83 



974 


INDUSTRIAL SOCIETY 


partly because the governmental means provided for the control or 
limitation of private property are weaker in America than elsewhere, 
but chiefly because the rights of private property are more formally 
established in the Constitution itself. 

d’his may seem a startling proposition; but I think a very brief 
glance at the known facts of history will be sufficient to support and 
sustain it. For projierty in the modern sense was a comparatively 
recent develojiment in the public law of Kurojiean communities. In 
the United States, on the contrary, property in the modern sense 
represents the basis on which the whole social order was established 
and built up. 

Down to about the thirteenth century the system of land tenure 
in every country in Isurope was a feudal one. It was based upon 
military service. The majority of those who wanted to cultivate the 
soil were unable to protei t themselves against the dangers of war. 
In the absence of an efficient protector or overlord no amount of 
industry was efTective and no large at cumulation of capital was 
possible. The services of the military chief were indispensable as a 
basis for the toil of the laboier or the forethought of the ca{)itahst. It 
was the military thief, therefore, who enjoyed not only the largest 
measure of respet t, but the strongest position under the law. As 
the conditions of public security grew better, these things changed. 
From the fourteenth century to the nineteenth Europe has witnessed 
the gradual substitution of industrial tenures for military tenures, 
the gradual development of a system of property law intended to 
encourage the activities of the laborers and the capitalists, rather than 
to reward the ser\ ites of the successful military chieftain. But down 
to the end of the eighteenth century this new .sort of private property 
represented a su[)eraddecl clement rather than an integral basis of 
the constitution of society. And even the developments of the last 
hundred )’ears in lonslitutional law and industrial activity have not 
been able to obliterate a certain sense of newness when we contrast 
the position of the aristocracy of wealth with that of the aristocracy 
of military rank. 

In the American colonies, on the other hand, where the public 
law of the United States first took its rise, conditions were wholly 
different. People wanted no military chieftain to protect them, no 
overlord to rule them, 'Phere was plenty of land for all, plenty of 
opportunity for the exercise of labor and the u.se of capital. That 
man did the most for society who evorked hardest and saved most. 
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Under such circumstances the laws were so framed and interpreted 
as to give the maximum stiituilus to labor and the maximum rights 
to capital, there was no military aristocracy which stood in 
the way. 

At the time, therefore, w'hen the United Stales separated from 
Kngland, respect for industrial propeit\ right was a fundamental 
principle in the law and pul)hc opinion of the land. It was natural 
enough that this should ])e so at a |)erK)d w^hen e\ery man either 
held property or hoped to do so. lUit there w'erc certain t iix umstanccs 
connected w'itli the adoption of the ('onstitution of tlie United States 
which })ro\ided for the peri)etuation of this state of things -which 
made it difiicult for public opinion in another and later age, when 
profierty holding was less widely distiibuted, to alter the legal con- 
ditions of the earlier period. 

A large majmit} of the members of the Constitutional (Conven- 
tion of 17^7 were men of substance; a ( on aderablc minoiitv were 
men of W'eallh. d’hey had viewed with appiehension the readiness 
of their fellow-counlr\ men to issue pajier money, to scale down 
debts, or to iiiter{)ret the obligation of <ontra(t in such a manner as 
to render large investment^ (d capital precarious. It was at once 
a matter of personal interest and of [)ublH' inteicwt to them to prevent 
ihis; of personal interest liecause ac ts of this kind would impair their 
own enjoyment and success; of j)ubhc interest because it was \itally 
necessary to America to have its industry and commerce managed 
in the most eftkient and far-sighted way. 

This fact is of itself sulTuient to account for the general tone of 
the Constitution on matters of proper ty light. lUit there arc certain 
clauses in that instrument wdiich hace been even more effective in 
securing the property holders against acherse legislation than the 
Convention itself intended or expec ted. It wxis in the I'lr^t place 
provided that there should be no taking of private property without 
due process of laws d'he states rights men feared that the federal 
government might, under the stress of military necessity, pursue an 
arbitrary policy of confiscation. The federalists, or national party, 
feared that one or more of the states might pursue the same policy 
under the influence of sectional jealousy. To avoid this double 
danger both parties united on a constitutional provision which pre- 
vented the legislature or executive, either of the nation or of the 
individual states, from taking ^property without allowing judicial 
inquiry into the public necessity involved, and wdthout making full 
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partly because the governmental means provided for the control or 
limitation of private property are weaker in America than elsewhere, 
but chiefly because the rights of private property are more formally 
established in the Constitution itself. 

d’his may seem a startling proposition; but I think a very brief 
glance at the known facts of history will be sufficient to support and 
sustain it. For projierty in the modern sense was a comparatively 
recent develojiment in the public law of Kurojiean communities. In 
the United States, on the contrary, property in the modern sense 
represents the basis on which the whole social order was established 
and built up. 

Down to about the thirteenth century the system of land tenure 
in every country in Isurope was a feudal one. It was based upon 
military service. The majority of those who wanted to cultivate the 
soil were unable to protei t themselves against the dangers of war. 
In the absence of an efficient protector or overlord no amount of 
industry was efTective and no large at cumulation of capital was 
possible. The services of the military chief were indispensable as a 
basis for the toil of the laboier or the forethought of the ca{)itahst. It 
was the military thief, therefore, who enjoyed not only the largest 
measure of respet t, but the strongest position under the law. As 
the conditions of public security grew better, these things changed. 
From the fourteenth century to the nineteenth Europe has witnessed 
the gradual substitution of industrial tenures for military tenures, 
the gradual development of a system of property law intended to 
encourage the activities of the laborers and the capitalists, rather than 
to reward the ser\ ites of the successful military chieftain. But down 
to the end of the eighteenth century this new .sort of private property 
represented a su[)eraddecl clement rather than an integral basis of 
the constitution of society. And even the developments of the last 
hundred )’ears in lonslitutional law and industrial activity have not 
been able to obliterate a certain sense of newness when we contrast 
the position of the aristocracy of wealth with that of the aristocracy 
of military rank. 

In the American colonies, on the other hand, where the public 
law of the United States first took its rise, conditions were wholly 
different. People wanted no military chieftain to protect them, no 
overlord to rule them, 'Phere was plenty of land for all, plenty of 
opportunity for the exercise of labor and the u.se of capital. That 
man did the most for society who evorked hardest and saved most. 
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this effect, and in curious contrast to it, was an equally marked 
effect in promoting indu^tiial conservatism. I'he immigrant who 
settled in the western states was offered two things: the vote, and the 
chance of becoming a landowner. Tlie opportunity to own farms 
in freeliold made ambitious settlers conservative. Men with a 
huiulred and sixty acres of land were not likely to pass laws which 
would interfere with the rights of projierty, and particularly of landed 
property. The prospect of becoming l.indowiu'is had the same sort 
of steadx’ing effect upon men who fuimed the constitutions of new 
states in icSeo or iiSjo that the fact of ah each' being landowmers had 
upon the men wIkj framed the Federal Constitution forty years 
earlier. 

But ITamilton's policy of giving a home at a nominal price to every 
bona fide settler, though it was the most important single element 
in securing the rights of i)roperty against measures of legislative 
interference, was by no means the only inlluence of the kind. The 
immigrant found it easy to get land, he found it hard to get capital. 
Natural resources were present in abundance. The accumulated 
supplies of machinery, fuel, and food which enable man to utilize 
thc:)se natural resources effecticely were conspicuous by their absence. 
Each addition to the capital of the community, how'ever small, repre- 
sented a large addition to its productiveness. The savings of the 
S'J tiers and t!ie inxcwtments of citizens who lixed in other states con- 
tributed alike to this end. 

Under these cirLiimsiances there was a tendency to grant all pos- 
sible prixileges to those who had c'a[)ital for inx’estment and to free 
them from arliitrary restric tionsof everx kind. No community would 
enforce a usury law^ which limited the r.ile of interest to six per cent 
when peo[)le who borrowed capital at eight or at ten per cent made 
large and legitimate |)rorits c'lxer and aboxe the interest rate. The 
dangers lay in the op{)')^ite direction. All through the period from 
1830 to i860 the xvestern states of the Union tended to encourage 
every sort of scheme which would attract capital or the semblance of 
capital, w'ithout much regard to its present or prospective soundness. 
Banking laws xvere so loosely and carelessly drawn that a board of 
directors could issue large amounts of notes upon small amounts of 
reserve, d’he bank notes, so long as they circulated from hand to 
hand, appeared to increase the xvorking capital of the community; 
and any man who undertook to examine too closely the nature of the 
security that lay behind the nqte was regarded as an unpatriotic 
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member of society, who in an excess of selfish over-caution questioned 
the validity of a bill which he might just as easily have passed on to 
the next man without inquiry. Not until the time of the Civil War, 
when the United States government needed to use the banks as a 
means in carrying out its own fiscal policies, was this state of things 
effectively remedied. 

Among many means employed by the states of the Union toward 
rapid development of their resources the joint-stock company or 
industrial corporation was most prominent. 

The incorporation acts of the colonies at the end of the eighteenth 
century were based almost entirely upon English models. The 
American law, like the English law of the same period, was reluctant 
to allow people to avail themselves of the principle of limited lia- 
bility until there had been a special examination of the circumstances 
by some public authority. But as time went on this state of things 
changed rapidly. There were in America almost no large capitalists 
who could finance industrial enterprises on an extensive scale. To 
build factories or canals it was necessary to get a large number of 
small investors united; and these investors could not safely plan 
to unite their fortunes for tlie promotion of speculative enterprises 
unless limited liability was assured them as a matter of course. 

Most people were too much occupied with the necessity of getting 
capital for their several communities to trouble their minds very much 
about what might be done with the capital when it was once invested. 
There was far more tendency to help the corporations by subsidies 
and special privileges than to limit them by laws whose immediate 
necessity was not very obvious. Charters were granted with the 
utmost freedom by almost every state in the Union; and charter 
powers once given could not easily be restricted. 

The control of the government over corporations was weakened, 
and the rights and immunities of the property holders were correspond- 
ingly strengthened, by two developments of constitutional law whose 
effect upon the modern industrial situation may be fairly character- 
ized as fortuitous. One of these was the decision in the celebrated 
Dartmouth College case in 1819; the other was the passage of the 
Fourteenth Amendment to tlie Constitution of tlie United States in 
1808. 

I call their effect fortuitous, because neither the judges who 
decided the Dartmouth College case, nor the legislators who passed 
the Fourteenth Amendment, had any idea how these things would 
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affect the modern economic situation. The Dartmouth College case 
dealt with an educational institution, not with an industrial enterprise. 
The Fourteenth Amendment was framed to protect the negroes from 
oppression by the legislature. It is doubtful whether a single one 
of the members of Congress who voted for it had any idea that it 
would touch the question of corporate regulation at all. Yet the two 
together have had the effect of placing the American industrial 
corporation in a constitutional position of extraordinary vantage. 

In i8i6 the New Hampshire legislature attempted to abrogate 
the charter of Dartmouth College. Daniel Webster was employed 
by the college in its defense. His reasoning so impressed the members 
of the court that they committed themselves to the position that a 
charter was a contract; that a state, having induced people to invest 
money by certain privileges and immunities, could not at will modify 
these privileges and immunities thus granted. 

Again, by the Fourteenth Amendment to the Federal Constitution 
the states were forbidden to interfere with the civil rights of any 
person or to pass discriminating laws which should treat different 
persons unequally. Tim amendment, passed just after the close of 
the Civil War, was intended simply to protect the negro; to j)revent 
the southern states which were in the act of being readmitted to the 
Union from abridging the rights of the blacks. A number of years 
elapsed before the probable effect of this clause upon the constitutional 
position of industrial corporations seems to have been realized. But 
in 1882 the Southern Pacific Railroad Company, having been, as it 
conceived, unfairly taxed by the assessois of a certain county in Cali- 
fornia, took the position that a law of the state of California, taxing 
the property of corporations at a different rate from that of individuals, 
was in effect a violation of the Fourteenth Amendment to the Con- 
stitution, because a corporation wars a person and therefore entitled 
to the same kind of treatment as any other person. This view, after 
careful consideration, was upheld by the federal courts. A corpora- 
tion, therefore, under the law of the United States, is entitled to the 
same immunities as an individual; and since the charter creating 
it is a contract whose terms cannot be altered at the will of the 
legislature which is a party thereto, its constitutional position as 
a property holder is much stronger in America than it is anywhere 
in Europe. 

Under these circumstances, it is evident that large powers and 
privileges have been constitutionally delegated to private property 
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in general and to corporate property in particular. I do not mean 
that property owners, and specifically the owners of corporate prop- 
erty, have more practical freedom from interference in the United 
States than they do in some other countries, notably in England. 
Probably they do not have as much. But their theoretical position— 
the sum of the conditions which affect their standing for the long 
future and not for the immediate present — is far stronger in the 
United States. The general status of the property owner under the 
law cannot be changed by the action of the legislature or the executive, 
or the people of a state voting at the polls, or all three put together. 
It cannot be changed without either a consensus of opinion among 
the judges, which should lead them to retrace their old views, or an 
amendment of tlie Constitution of the United States by the slow and 
cumbersome machinery provided for that purpose, or, last— and I 
hope most improbable — a revolution. 

374. THE FUTURE DEVELOPMENT OF PRIVATE PROPERTY^ 

We notice movements actually going on which take five directions, 
all of which are destined, as those responsible for these movements 
think, to improve the institution concerned, namely: 

I, An increase in the mass of free goods. 

IP A restriction of the extent of private property and corresponding 
extension of public property. 

III. A development of the social side of private property. 

IV. An extension of private property along certain lines: development 
of rights akin to private property. 

V. Changes in the modes of acquisition of private property. 

I. These free goods are very generally intellectual goods, ideas to 
which we fall heir with the expiration of specific pieces of intellectual 
property. 

II. In regard to the extension of public property, illustrations 
readily occur. Public pleasure and playgrounds are examples. 
Natural wonders, historical scenes, etc., fall under this head; for 
example, Niagara Falls. Places of historical interest and many 
beautiful pieces of property ought to be public property and not 
private. Forests come under this head. 

III. The present movement appears to be along the third of these 
lines, manifested in the inaeasing public control exercised over 

* Adapted by permission from R. T. Ely, Property and Contract in Their 
Relation to the Distribution of Wealth, 1 , 340-46, 361-94. (The Macmillan Co., 1914.) 
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so-called public utilities, railways, gas works, etc. In the case of 
water-supply the main movement in the United States is for public 
ownership and there is clear indication of a purpose on the part of the 
American people to hand over to public ownership that whole class of 
undertakings which we call natural monopolies — those lines of busi- 
ness in which competition is excluded by the nature of the case, 
that is, permanent successful comj)etition— provided control as 
opposed to public ownership does not prove successful. 

IV. The fourth line of development is the extension of private 
property and the development of rights akin to property. Now this 
would seem to contradict the second line of development, but the 
apparent contradiction here is after all not a real contradiction 
because the development of private property to which reference is 
made is along new lines. 

We need a develo[)ment of private property sufficiently firm and 
strong to protect individuals who come into conflict with private 
corporations. Numerous illustrations of virtual invasions of property 
rights by powerful corjiorations can easily be cited. One of these 
is through false report of earnings, thus inducing individuals to make 
investments, getting their money from them under false pretenses. 
Note further the abuse of the interests of minority holders and 
“outside” interests. 

But the author has in mind still another matter— the relations 
existing between persons and property, which show especially the 
necessity of a development of personal rights with pecuniary signifi- 
cance. First of all, let us think of the right oj a person to the protection 
of the valuable economic poivers which he has, those powers of pecuniary 
significance which are wrapped up in the natural person- intellectual 
powers and physical powers; the right to the strength of his arms 
against needless mutilation by transportation companies of all sorts, 
manufacturing companies, unscrupulous employers; a right finding 
one expression in an employers’ liability to correspond with the 
liability of those who damage valuable material property; that 
is, responsibility for damages of a pecuniary significance to the 
person. 

We find also in process of evolution the right to he well born, to be 
born under favourable conditions. This is what tenement house laws 
mean, what sanitary laws mean— the right to a home under sanitary 
conditions; the right to a development of the powers of body and 
mind. Such a right is secured In part by our public schools and 
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compulsory education. Laws shortening the length of the working 
day or week may also be regarded from the point of view of the 
right of children to be well born. 

And what about the right to an assured income? It is certainly 
as important a right as could be developed; there is some move- 
ment in this direction. How far is it desirable to go in respect to 
this ? 

The right to reputation is also a right of this character and a 
right not well developed, although the theory of the law is that 
this right should be secured and we have some protection. It is 
difficult to secure this right without limiting free discussion and 
free speech. 

V. We take up now the fifth line of development and deal with 
modifications in the modes of acquisition of private property. 

It is sufficient for present purposes to call attention to the pro 
nounced self-conscious efforts of civilised society to make it easier to 
acquire property through labour. This movement is one of the great 
dominant tendencies of our age, and never in earlier centuries has the 
world seen anything like it. Even a catalogue of existing measures 
would require much space. We have education in all its phases, pro- 
tective labour legislation, modern industrial insurance, improved 
dwellings, and numerous other measures which will occur to the 
intelligent reader. 

What is the conscious social tendency with respect to speculative 
gains ? We can see when we review the whole ground — although it may 
surprise those who have not done so (hat there is a clearly marked 
tendency unfavourable to speculative gains, including chance gains or, 
as they arc technically called, gains of conjuncture. 

We observe an increasingly severe inspection of banking business 
throughout the world and it is, in part, with a view to'cutting down 
speculative gains. I’ublicity of coiporate accounts tends in this 
direction. Speculation finds a considerable field in secrecy of accounts 
and in false accounts. In the accounts of monopolies, especially, the 
tendency of unregulated private management is to cut down the 
apparent gains. 

We find a movement somewhat antagonistic to profits in the desire 
to restrict and regulate the amount received by capital. 

We find also a tendency to reduce tlie gains of monopolies to what 
are regarded by legislatures and courts as fair returns to capital and 
enterprise. 
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Finally, we have efforts to cut down the private receipts of the 
rent of land. Apart from the agitation of opponents of landed prop- 
erty, we have a pronounced movement in favour of the public owner- 
ship of natural treasures and water-power. 

We come next to modifications in the treatment of gifts and 
inheritances. J liis is one of the great world movements of the age 
which attracts inadequate attention at the present time. We not 
only have the taxation of gifts and inheritances, but we have a regula- 
tion apart from taxation. 

See also 265. Forces Governing the Distribution of Property. 

266. Forces Governing the Differences of Incomes from 
Work. 

E. Wealth and Welfare 

375. DEMAND AN EXPRESSION OF THE POWER OF 
OWNERSHIP' 

What is demand ? It is simply an expression of economic power 
and will as determined bv all the existing conditions. It is as much 
the effect as the cause of the actual state of the economic system. 
Like all our inheritance it comes down from the past in a turbid 
stream, bearing with it those struggles and compromises that make 
up human history. All the evils of the economic system, except those 
which are added in the market process, are already implicit in demand 
and of course are transmitted to production and distribution. 

As to demand being an expression of existing conditions, note, for 
instance, that it is largely a cfiss [dienomenon. From income statis- 
tics collected in I'ngland and Germany for purposes of taxation it 
appears that about one-tenth of the population receive half of the 
income. No doubt we must allow for a larger percentage of saving 
among the richer classes, but I doubt whether this is not offset by the 
notorious understatement of large incomes. It seems to me a fair 
guess, not excessive when judged by ordinary observation, that one- 
tenth of the people in a modern commercial state consume half of the 
produce. If so, demand is preponderately determined by the eco- 
nomic power and will of about this fraction of the people — a condition 
to be explained only by taking a view of economic process large enough 

* Taken by permission from C. H. Cooley, “Political Economy and Social 
Process,” Journal of Political Economy, XXVI (1918) 368-70. 
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to include the many forces tending to such a concentration of power. 
Whether this tenth is fit to exercise such a predominance over the 
whole process I have not time to inquire: it is obvious that something 
might be said on both sides. It means much waste and misdirection 
of social resources, but also the fostering of important interests which 
a more equal distribution of power might possibly neglect. 

I need hardly illustrate the statement that demand brings with 
it all the vices and degeneracy of the actual social system: it calls for 
drink, for prostitution, for child labor, for currupt politics as loudly 
as for better things. Are these things the outcome of the inherent 
corruption of human nature ? In one sense, yes; in another they arc 
the outcome of the economic process itself. If productivity as judged 
on the market is assumed as the righteous or approximately righteous 
basis of distribution, demand, with all its implications, is accepted as 
the standard of economic justice. With the further argument, very 
questionable in my judgment, that competition is, or tends to be, 
effectual in giving to each man or agent a share proportional to his 
productivity, I have nothing at present to do: I wish only to note 
the fatuity of the assumption. If demand itself is organized wrong— 
as in great measure it ccrtaini> is — even an elTicient process may bind 
men into this wrong. I need only mention the case of a girl com- 
paring the earnings of needlework with those of prostitution, or of 
children forced prematurely into monotonous and stunting labor, to 
show what I mean. And these arc not exceptional cases but typical 
of a great part of the actual working of dianand. It would be easy 
to show that a society might conceivably be quite just according to 
the law of productivity, and yet vicious, decadent, and with half its 
population in hopeless poverty. The vices and luxury would be duly 
paid for according to this law, and the increasing poverty would be 
justified by the increasing inelTiciency which naturally attends it. 

376. SOME MISUSES OF THE POWER OF OWNERSHIP^ 

The ownership of the material equipment gives the owner not only 
the right of use over the community’s immaterial equipment, but also 
the right of abuse and of neglect or inhibition. This power of inhi- 
bition may be made to afford an income, as well as the power to serve, 
and whatever will yield an income may be capitalized and become 
an item of wealth to its possessor. Under modern conditions of 

* Adapted by permission from Tliorstein Veblcn, “On the Nature of Capital,” 
Quarterly Journal of Economics, XXIII (1908-9), 106-11. 
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investment it happens not inficqucntly that it becomes pecuniarily 
expedient for the owner of the material ecjiiipment to curtail or 
retard the processes of industry — “ic^tiaint of trade.” Kxcei)t for 
the exigencies of investment, i.e., exigencies of pecuniary gain to the 
investor, jdienomena of this character would have no place in tlie 
industrial system. I'hey invaiiahly come of the cndea\’ors of busi- 
ness men to secure a pecuniary gain or to avoid a pecuniary loss. 
More frequently, perhaps, maneuvers of inhibition — advised idleness 
of plant — in industry aim to elTect a saving or avoid a waste than to 
procure an increase of gain; but the saving to be effected and the 
waste to be avoided are alwa\s pecuniary saving to the owner and 
pecuniary waste in the matter of ownership, not a saving of goods 
to the community or a [)re\ention of wasteful consumption or waste- 
ful expenditure of effort and resources on the pait of the community. 
Pecuniary advantage to the capitalist -manager has, under the regime 
of investment, taken precedence of eeom)mic advantage to the com- 
munity. 

But, aside from such cai)italization of inelliciency, it is at least 
an equally conseciuential fact that the processes of productive industry 
are governed in detail hy the c.'-igeiKi(S of investment, and therefore 
by the quest of gain as counted in terms of price, which leads to the 
dependence of production on the course of prices. So that, under a 
regime of caiiital, the community is unable to turn its knowledge of 
ways and means to account for a livelihood except at such seasons 
and in so far as the cour.se of prices affords a ditTcrential advantage 
to the owners of the material equipment. The question of advanta- 
geous— wdiich commonly means rising- prices for the owners (man- 
agers) of the catiital goods is made to decide the question of livelihood 
for the rest of the community. The recurrence of hard times, unem- 
ployment, and the rest of that familiar range of phenomena goes to 
show how effectual is the inhibition of industry exercised by the 
ownership of capital under the price s> stem. 

Typical of a class of investments which derive profits from capital 
goods devoted to uses that arc altogether dubious, with a large pre- 
sumption of net detriment, arc such e^tablidiments as race-tracks, 
saloons, gambling-hou.ses, and houses of prostitution. 

There is, further, a laige field of business, employing much capital 
goods and many technological proces^^cs, whose profits come from 
products in which serviceability and disserviceability are mingled with 
waste, and in the most varying proportions Suf h are the production 
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of goods of fashion, disingenuous proprietary articles, sophisticated 
household supplies, newspapers, and advertising enterprise. In 
the degree in which business of this class draws its profits from waste- 
ful practices, spurious goods, illusions and delusions, skilled men- 
dacity, and the like, the capital goods engaged must be said to owe 
their capitalizable value to a perverse use of the technological expedi- 
ents employed. 

These wasteful or disserviceable uses of capital goods have been 
cited, not as implying that the technological proficiency cmboilicd in 
these goods or brought into effect in their use, intrinsically has a dis- 
serviceable bearing, nor that investment in these things, and business 
enterprise in the management of them, need aim at disserviceabilitv, 
but only to bring out certain minor points, obvious but commonly 
overlooked: (a) technological proficiency is not of itself an intrin- 
sically serviceable or disserviceable to mankind — it is only a means 
of cfliciency for good or ill; (/>) the ent(*rj)rising use of capital goods 
by their business-like owner aims, not at serviceability to the com- 
munity, but only at serviceability to the owner; (c) under the price 
system — under the rule of pecuniary standards and management- 
circumstances make it advisal)le for the business man at times to 
mismanage the processes of industry, in the sense that it is expedient 
for his pecuniary gain to inhibit, curtail, or misdirect industry, and 
so turn the communit\ ’s technological proficiency to the community’s 
detriment. 

377. DEMAND NOT AN INEALITBLE REGULATOR' 

'riiere are some important cases in which freely determined prices 
cannot be recognized as being fitted adequately to regulate the use of 
social resources. In the first place, whenever present action is likelv 
to afTect greatly the remoter future, there is always danger that con- 
flict will arise between the immediate advantage of the individual and 
the long-run advantage of society. Thus, through the powerful call 
of high prices, the natural resources of a nation, such as its stock of 
coal, of copper, of lumber, may be too freely consumed in meeting 
present needs. Again, the labor power of a community may be slowly 
exhausted by the overworking of women or the too early or too severe 
toil of children, as also by seriously unfavorable conditions in respect 
to housing and food. In cases like these it is always possible that the 

‘Taken by permission from F. Taylor, Principles of Economics, pp. 
410-ri. (University of Michigan, 1916.) 
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automatic working of prices will do great harm; that, consequently, 
it will become the duty of the state to intervene, even perhaps to make 
a certain industry wholly collectivist, e.g., mining. 

Glaring cases wherein freely detei mined prices fail to secure the 
proper guidance of economic action arise in fields where extreme 
ignorance and credulity on the j)art of consumers are almost certain 
to be present. Particularly notable examples are sujijilied in the 
medical field. The services of quacks, the nostrums of patent medi- 
cine companies, are products for which the market demand is high, 
while they almost always involve a waste of social resources and often 
great positive injury to consumers. 

Another particular in which freely detei mined price cannot be 
recognized as an adcciuate guide to our action is in the suppression 
of not a few forms of antisocial action. Thus there are many forms 
of vice, and very hurtful vice, which flourish like a green bay tree 
if left to the regulation of jirice. Again, certain conditions the 
elimination of which is assumed as a part of the very basis of the 
present order can be rooted more and more strongly into that order 
through the free working of j)ricr. I have in mind certain t\{)es of 
fraud, evasion of law, evasion of contract obligation, even violence, 
and so on. d'hese may be piomoted by an order which makes the 
use of our capacities follow the lines pointed out by demand prices, 
for the man who wishes to accomplish these anti-social results can 
often bid very high for the natural resources or personal services 
necessary to accomplish his ends. If common o[)inion is to receive 
any credence, the corporation attorney is often paid a large salary 
to assist his company in violating law, or at least in running as close 
to doing so as is possible without disastrous results. 

Another case in which social control through prices is often inade- 
quate arises when there are extreme disci epan( ies between needs as 
expressed in demand prices and those needs as measured by an impar- 
tial observer. Demand prices represent not absolute needs but only 
needs as these are estimated by the persons immediately concerned; 
and, since persons differ greatly in their temperament, taste, needs, 
and above all in their buying power, demand prices are far from 
representing needs in any absolute sense. Now society is not pri- 
marily interested in supplying needs in accord with their absolute 
magnitude — the general good demands, not that the price expression 
of needs shall coincide with the absolute magnitude of those needs, 
but rather that they shall coincid® with the significance of those needs 
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as being needs the satisfying of which conditions the attainment of 
truly social ends; and this will commonly mean that there will be 
a discrepancy between the price expression and the absolute magni- 
tude of a need. But, while this is true, the discrepancy can be too 
great to be endurable among a people having any considerable moral 
development. Even those persons who most earnestly advocate 
leaving freely determined prices to guide our use of society’s resources 
would not claim that a luxury-need of the better-off classes should 
outweigh the need of a person who is in danger of starvation. In like 
manner, the need of the poor for good medical care, the need of the 
blind, of the deaf, and of other defectives for education and support— 
these needs are more and more coming to be recognized as having a 
paramount claim upon society, even though they find no adequate 
expression, or perhaps none at all, in demand prices. 


See also 139. Faulty Direction of Economic Activity. 

140. Production for Profit. 

262. Why Wealth Should Be in the Hands of the 
Many. 


264. Forres Making for Equality and Inequality. 
267- 70 on The Distribution of Wealth and Income. 
271-74 on Poverty. 

374. The Future Development of Private Property. 



CHAPTER XV 
SOCIAL CONTROL 
A. Problems at Issue 

In a very real sense all pieceding chapters have dealt with social 
control. Social control is intimately related to every outstanding 
feature of our industrial society. It permeates all of them. It has 
appeared so frequently, both directly and indirectly, in every pre- 
ceding chapter that its introduction as a formal topic at this point is 
in one sense little more than a resurvey of all our preceding discus- 
sion from a single point of view. 

The aims of this chapter arc to give us an awareness that social 
control is something we could not escape even if we would; to have 
us realize something of the complexity and interactions of its various 
forms; to give us some aj)preciation of the changing character of 
control as society moves on, to enable us to form some tentative con- 
clusion concerning the kind of control which is likely to work well in 
a given case; and to let us see something of the character of the 
problem involved in conscious direction of social control. 

QUESTIONS 

1. Draw up a classified list of the forms or agencies of social control. 

2. “We shall have social control whether we are aware of it or not and 
whether we wish it or not ” Prove or disprove. 

3. Although some of the points mentioned are not covered in your reading, 
try to estimate what service in social control can be rendered by 
(a) sympathy, ( 1 )) sense of justice, (c) the crowd, (d) public opinion, 
(e) custom, (/) religion, (/f) the law, (/t) morality, (t) education, (j) sug- 
gestion, (k) ceremony, (/) fashion, (m) tradition. 

4. Take up each of the factors mentioned in the preceding question and 
consider whether you can cite any specific instance (i) where the busi- 
ness manager would need to consider that factor; (2) where the factor 
would be sufficiently important to cause a readjustment in the internal 
organization of a business. 

5. How do professional standards and ideals grow up ? What gives them 
their binding power? Arc they imposed for the good of society at 
large or for the good of the trade or profession? Can the large social 
group impose its standards in the same way ? 

6 . “The proverbial energy and prpsperity of new communities or of new 
businesses are due largely to their escape from riie burden of the past.” 
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What dangers accompany this immunity? Can you cite illustrations 
of businesses to which your statements will apply ? 

7. “The characteristics of modern fashion as distinguished from earlier 
fashion are: (i) the immense number of objects to which it extends; 
(2) the uniformity of fashion, (3) the maddening tempo of the changes 
of fashion.” Why should these be charat terisiics of modern fashion? 

8. Show, by illustration, how each of the following has served as an agency 
of social control, the miracle plays, auricular confession, the worship 
of saints, the high social value set on thrift, the union label, vested 
interests. 

9. By whom is public opinion formed —by the few or by the many? 

10. “Public opinion is slow and clumsy in grap{)ling with large practical 
problems.” Why? 

11. Make a list of the conditions prerequisite to a sountl use of public 
opinion as an agency of control Can public ojiinion be used effectively 
as an agency of control in the absence of a definite .social ideal ? 

12. Draw up in parallel columns the factors making for and against the 
development of honest, disinterested public opinion What is your 
conclusion with respect to the resultant temlency in the matter? 

13. Should you regard imitation as a case of formal or informal social con- 
trol? What reasons can you assign for a belief that imitation plays 
a large part in social control ? Does it play as large a part as it did 
in mediaeval society ? 

14. Compare the organizing functions performed by custom in mediaeval 
and modern society. 

15. How would you define “social inheritance”? Mention cases of social 
inheritance. How does this inheritance take place? 

16. “Culture has an economic function.” Explain. 

17. “Law is too costly to be used to enforce the whole moral law.” Why ? 

18. “The law draws the line on the average man.” Why? Just what does 
the statement mean ? 

19. Compare law and [uiblic opinion as agencies of social control. Is law 
likely to lessen or to increase with social evolution ? 

20. Our legal system has two elements, the traditional element and the 
enacted element. Which is predominant and in how far does one react 
on the other ? What is the result of this reaction or interaction ? 

21. “So far as any direct influence upon our courts is concerned, our modern 
textbooks on economics might as well be written in Chinese.” Is such 
a statement justilied ^ 

22. Is it reasonable to hold against the law the fact that law involves a 
somewhat mechanical operation of rules? 

23 What is meant by saying that our law today is applicable to eighteenth- 
century conditions but not to those of the twentieth century? Does 
the ( iise MHMU hop(‘lcs'5 ? 
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24. In how far do the rights guaranteed by the constitution dilTer from the 
new cconoiuic and social rights? 

25. “The family is one of tlie mo'.t significant institutions for conserving 
the social order and for promoting social advance.” What are the 
grounds for this statement ? 

26. What is meant by saying that the modern industrial system has made 
it more dillicult for the family of the usual type to jHTM^t ? 

27. Does the church play a jxirt in social control today? Docs it i)lay as 
large a part as it did in mediaeval soiiely? 

28. Have we any substitute for the “fair price” doctrine of mediaeval 
so( iety ? 

29. It has been said that contiol of industrial affairs in the mediaeval period 
may be charactcri/.cd by the propositions that (a) control was cus- 
tomary, (b) control was local. Do these statements properly charac- 
terize control of modern industry? 

30. What agencies of control can be used to secure quick mechanical 
changes? Illustrate. W'hat agencies to secure gradual and organic 
adaptations? lllustiate. What agencies can be used directly to 
secure the object aimed at? What agencic's alfect their objects (juite 
indirectly? What agencies mentioned m the readings are most often 
overlooked in i)rogiams of contiol? 

31. Ross says that there is a tendency to assign to each form of control 

that work for which it is bc-st littcMl. Woik back over the list you 

made in ejuestion r and indicate for what kind of work each instrument 
is best fitted. 

32 What elements in soci.d control are relatively unchanging ? Wdiat ones 
are relativc'ly easily changed? 

33. “Human life in the Middle Ages was entirely regulated by authority ” 
Was this true in religion ? in morals ? in the intellectual field ? Is indi- 
vidualism alw'ays a revolt against authority? 

34. How do you account for the fact that jicople in the United Slates are 

more individualistic and more imbued with the lai^scz-jairc idea thiin 

is true of most other countries? 

35. “It is plain that the individual cilizen’s power to determine his own 
mode of life and that of his family has been greatly abridged since the 
middle of the last century.” Is this true? Can society determine 
what it is to be ? 

36. Enumerate the general conditions which have been responsible for the 
“passing of individualism ” Is it really passing? 

37. Draw up a statement of tl^e component parts or ideas of mercantilism 

38. What were the essential doctrines of the [ihysiocTats ? Can you give 
any reasons why these doctrines emerged at the time they did? 

39. Answer the same questions for mercantilism. How long has mercan- 
tilism been dead? Is it dead?* What is meant by saying that the 
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What dangers accompany this immunity? Can you cite illustrations 
of businesses to which your statements will apply ? 

7. “The characteristics of modern fashion as distinguished from earlier 
fashion are: (i) the immense number of objects to which it extends; 
(2) the uniformity of fashion, (3) the maddening tempo of the changes 
of fashion.” Why should these be charat terisiics of modern fashion? 

8. Show, by illustration, how each of the following has served as an agency 
of social control, the miracle plays, auricular confession, the worship 
of saints, the high social value set on thrift, the union label, vested 
interests. 

9. By whom is public opinion formed —by the few or by the many? 

10. “Public opinion is slow and clumsy in grap{)ling with large practical 
problems.” Why? 

11. Make a list of the conditions prerequisite to a sountl use of public 
opinion as an agency of control Can public ojiinion be used effectively 
as an agency of control in the absence of a definite .social ideal ? 

12. Draw up in parallel columns the factors making for and against the 
development of honest, disinterested public opinion What is your 
conclusion with respect to the resultant temlency in the matter? 

13. Should you regard imitation as a case of formal or informal social con- 
trol? What reasons can you assign for a belief that imitation plays 
a large part in social control ? Does it play as large a part as it did 
in mediaeval society ? 

14. Compare the organizing functions performed by custom in mediaeval 
and modern society. 

15. How would you define “social inheritance”? Mention cases of social 
inheritance. How does this inheritance take place? 

16. “Culture has an economic function.” Explain. 

17. “Law is too costly to be used to enforce the whole moral law.” Why ? 

18. “The law draws the line on the average man.” Why? Just what does 
the statement mean ? 

19. Compare law and [uiblic opinion as agencies of social control. Is law 
likely to lessen or to increase with social evolution ? 

20. Our legal system has two elements, the traditional element and the 
enacted element. Which is predominant and in how far does one react 
on the other ? What is the result of this reaction or interaction ? 

21. “So far as any direct influence upon our courts is concerned, our modern 
textbooks on economics might as well be written in Chinese.” Is such 
a statement justilied ^ 

22. Is it reasonable to hold against the law the fact that law involves a 
somewhat mechanical operation of rules? 

23 What is meant by saying that our law today is applicable to eighteenth- 
century conditions but not to those of the twentieth century? Does 
the ( iise MHMU hop(‘lcs'5 ? 
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i;o. “The main reason for desiring more state action is in order to give the 
individual a greater chance of developing all his activities in a healthy 
way.” Can this be true? 

51. What is meant by saying that the private or voluntary association ren- 
ders useful service in combating the development of stagnation in 
government work? 

52. “The present epoch is one of these critical moments in which the thought 
of mankind is undergoing a process of transformation. Two funda- 
mental factors are at the base of this transformation. The first is the 
destruction of those religious, political, and social beliefs in which all 
the elements of our civilization arc rooted. The second is the creation 
of entirely new conditions of existence and thought as the result of 
modern scientific and industrial discoveries.” Is this statement true? 
If so, what courses of action are ojien? 

53. “Every year the points of contact and of friction between government 
and private interests have multiiilied.” Must this situation continue? 

54. Can there be social control cxcejit in terms of a definite goal? What 
hope is there of securing a definite goal for social progress? 

55. “War docs one thing- it piovides a definite goal of social action and 
this provides definite standards for judgment of acts.” Do you agree ? 

56. “d’he greatest discovery of the niiu'lcenth century is that we are on our 
way.” What makes you think so? 

57 Social control “often wells up and spreads out from certain centers 
w'hich we might term the radiant points of social control ” Who are 
these people who “hold the levers winch set in motion the social checks 
or stimuli th.it hold a man back or push him on”? 

58. Can you name any problems of so( ial control arising out of the pecu- 
niary organization of society? out of the specialized, interdependent 
character of society ? out of the technological asjiect of modern industrial 
society ? out of the fact that modern industrial society is a concentrated 
society ? 

59. “The (liHiculty is that a theory of industrial liberty framed to meet a 
regime of hand work has been accepted and developed by a society 
which knows only machine labor.” Is this true ? What would be the 
c onsequences of such a development ? 

B. Some Forms and Agencies 0^ Control 
378. CONSCIOUS AND UNCONSCIOUS SOCIAL CONTROL* 
The first task of life is to live. Men begin with acts, not with 

thoughts. Every moment brings necessities which must be satisfied 

at once. Need was the first experience, and it was followed at once 

‘ Adapted by permission from W. Go Sumner, Folkways, pp. 2-6, 28-46, 53-60. 

(Ginn & Co., 1913.) 
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by a blundering effort to satisfy it. It is generally taken for granted 
that men inherited some guiding insliiu ts from their beast ancestry, 
and it may be true, although it has never been proved. If there were 
such inheritances, they controlled and aided the first efforts to satisfy 
needs. Need was the impelling force. Pleasure and pain were the 
rude constraints which defined the line on which efforts must proceed. 
Thus ways of doing things were selected, which were expedient. 
They answered the [)urpose better than other ways, or with less toil 
and pain. Along the course on width cITorts were com})clled to go, 
habit, routine, and skill were developed. The struggle to maintain 
existence was carried on, not individually, but in groups. Each 
profited by the other’s c\pcrience; hence there was concurrence 
toward that which proved to be most expedient. Hence the way 
turned into customs and became mass phenomena. Instincts were 
developed in connection with them. In this way folkways arise. 
The young learn them by tradition, imitation, and authority. The 
folkways, at a time, provide for all the needs of life then and there. 
'Fhcy are uniform, universal in the giouj), imperative, and invariable. 
.'\s time goes on, the folkways become more and more arbitrary, 
positive, and inijierative. 

Fiom recurrent needs arise habits for the individual and customs 
for the group, but these results are consequences which were never 
conscious, and never foreseen or intended, d'li^y are not noticed 
until they have long ewTed, and it is still longer before they are 
appreciated. Another long time must pass, and a higher stage of 
mental devclo{)ment must be reached, before they can be used as a 
basis from which to deduce rules for meeting, in the future, problems 
whose pressure can be foreseen. The folkways, therefore, are not 
creations of human purpose and wat. They are like products of 
natural forces which men unconsciously set in opiaation, or they are 
like the instinctive ways of animals, which are developed out of 
experience, which reach a linal form of maximum ackqitation to an 
interest, which are handed dowm by tradition and admit of no excep- 
tion or vaiiation, yet change to meet new conditions, still within the 
same limited methods, and without rational retlection or purpose. 
From this it results that all the life of human beings, m all ages and 
stages of culture, is primarily controlled by a vast mass of folkways 
handed down from the earliest existence of the race, having the nature 
of the ways of other animals, only the topmost layers of which are 
subject to chan<re j)nd control, and have been somewhat modified by 
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human philosophy, ethics, and religion, or by other acts of intelligent 
reflection. 

The folkways, being ways of satisfying needs, have succeeded 
more or less well, and therefore have produced more or less pleasure 
or pain. Their quality always consisted in their adaptation to the 
purpose. If they were imperfectly adapted and unsuccessful, they 
produced pain, which drove men on to learn better. The folkways 
are, therefore, (i) subject to a strain of improvement toward better 
adaptation of means to ends, as long as the adaptation is so imperfect 
that pain is produced. They are also (2) subject to a strain of con- 
sistency with each other, because they all answer their several purposes 
with less friction and antagonism when they co-operate and support 
each other. The form of industry, the forms of the family, the 
notions of property, the constructions of rights, and the types of 
religion show the strain of consistency with each other through the 
whole history of civilization. The two great cultural divisions of the 
human race are the oriental and the occidental. Each is consistent 
throughout; each has its own {)hilosophy and spirit; they are sepa- 
rated from top to bottom by different mores, dilTercnt standpoints, 
different wa>s, and different notions of what societal arrangements 
are advantageous. 

The folkways are the “ right” ways to satisfy all interests, because 
they are traditional and exist in fact. They extend over the whole 
of life. There is a right way to catch game, to win a wife, to make 
one’s self apjX'ar, to cure disease, to honor ghosts, to treat comrades 
or strangers, to behave when a child is born, on the warpath, in council, 
and so on in all cases which can arise, 'bhe ways are defined on the 
negative side, that is, by taboos. The “right” way is the way which 
the ancestors used and which has been handed down. The tradition 
is its own warrant. It is not held subject to verification by experience. 
The notion of right is in the folkways. It is not outside of them, of 
independent origin, and brought to them to test them. In the folk- 
ways, whatever is, is right. This is because they are traditional, and 
therefore contain in themselves the authority of the ancestral ghosts. 
When we come to the folkways we are at the end of our analysis. 
The notion of right and ought is the same in regard to all the folkways, 
but the degree of it varies with the importance of the interest at stake. 
“Rights” are the rules of mutual give and take in the competition of 
life which are imposed on comrades in the in-group, in order that the 
peace may prevail there which ais essential to the group strength. 
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Therefore rights can never be '^natural” or “God-given,” or absolute 
in any sense. The morality of a group at a time is the sum of the 
taboos and prescriptions in the folkways by which right conduct is 
defined. Therefore morals can never be intuitive. They are his- 
torical, institutional, and empirical. World philosophy, life policy, 
right, rights, and morality are all products of the folkways. They 
are reflections on, and generalizations from, the experience of pleasure 
and pain which is won in efforts to carry on the struggle for existence 
under actual life conditions. The generalizations are very crude 
and vague in their germinal forms. They are all embodied in folklore, 
and all our philosophy and science have been developed out of them. 

When the elements of truth and right are developed into doctrines 
of welfare, the folkways are raised to another plane. They then 
become capable of producing inferences, developing into new forms, 
and extending their constructive influence over men and society. 
Then we call them the mores. The mores are the folkways, includ- 
ing the philosophical and ethical generalizations as to societal 
welfare which are suggested by them, and inherent in them, as they 
grow. 

It can be seen that philosophy and ethics arc products of the 
folkways. They are taken out of the mores, but are never original 
and creative; they are secondary and derived. They often interfere 
in the second stage of the sc(iucnce— act, thouglit, act. Then they 
produce harm, but some ground is furnished for the claim that they 
are creative or at least regulative. 

The masses arc the real bearers of the mores of the soc iety. They 
carry tradition. The folkways are their ways. They accept influ- 
ence or leadership, and they imitate, but they do so as they sec lit, 
being controlled by their notions and tastes previously acquired. 
They may accept standards of character and action from the classes, 
or from foreigners, or from literature, or from a new religion, but 
whatever they take up they assimilate and make it a part of their own 
mores, which they then transmit by tradition, defend in its integrity, 
and refuse to discard again. Consequently, the writings of the literary 
class may not represent the faiths, notions, tastes, standards, etc., of 
the masses at all. The literature of the first Christian centuries shows 
us scarcely anything of the mores of the time, as they existed in the 
faith and practice of the masses. Every group takes out of a new 
religion which is offered to it just what it can assimilate with its own 
traditional mores. Christianity was a very different thing amongst 
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Jews, Egyptians, Greeks Germans, and Slavs. It would be a great 
mistake to suppose that any people ever accepted and held philo- 
sophical or religious teaching as it was olTcrcd to them, and as we 
find it recorded in the hooks of the teachers, ddie mores of the masses 
admit of no such sudden and massive modification hv doc trinal tcach- 
The process of assimilation is slow, and it is attended by modify- 
ing influences at every stage. What the classes adopt, be it good or ill, 
may be found pervading the mass after generations, but it will appear 
as a resultant of all the vicissitudes of the folkways in the interv'al. 

Institutions and laws are produced out of mores. An institution 
consists of a concept (idea, notion, doctrine, interest) and a structure. 
Ihe structure is a framework, or apparatus, or perhaps only a numl)er 
of functionaries set to co-oj)erate in prese ribed ways at a certain con- 
juncture. The structure holds the concept and furnishes instru- 
mentalities for bringing it into the world of fac ts and action in a way 
to serve the interests of men in society. Institutions are crescive 
or enacted. They are crescive when they take shape in the mores, 
growing by the instinctive ciTorts by which the mores are produced. 
Then the efforts, through long use, become definite and specific. 
Property, marriage, and religion are the most primary institutions. 
They began in folkways. They became customs, d'hey developed 
into mores by the addition of some philosophy of welfare, however 
c.' Lide. Then they were made more definite and specific as regards the 
rules, the prescribed acts, and the api)aratus to be employed. This 
produced a structure, and the institution was comi)lcte. Enacted 
institutions are products of rational invention and intention. 'Fhey 
belong to high civilization. Banks are institutions of credit, founded 
on usages which can be traced back to barbarism. There came a 
time when, guided by rational reflection on experience, men systema- 
tized and regulated the usages which had become current, and thus 
created positive institutions of credit, defined by law and sanctioned 
by the force of the state. Pure enacted institutions which are strong 
and prosperous are hard to find. It is too difficult to invent and 
create an institution, for a purpose, out of nothing. The electoral 
college in the Constitution of the United States is an example. In 
that case the democratic mores of the people have seized upon the 
device and made of it something quite different from what the in- 
ventors planned. All institutions have come out of mores, although 
the rational element in them is sometimes so large that their origin 
in the mores is not to be ascertained, except by an historical 

33 
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Therefore rights can never be '^natural” or “God-given,” or absolute 
in any sense. The morality of a group at a time is the sum of the 
taboos and prescriptions in the folkways by which right conduct is 
defined. Therefore morals can never be intuitive. They are his- 
torical, institutional, and empirical. World philosophy, life policy, 
right, rights, and morality are all products of the folkways. They 
are reflections on, and generalizations from, the experience of pleasure 
and pain which is won in efforts to carry on the struggle for existence 
under actual life conditions. The generalizations are very crude 
and vague in their germinal forms. They are all embodied in folklore, 
and all our philosophy and science have been developed out of them. 

When the elements of truth and right are developed into doctrines 
of welfare, the folkways are raised to another plane. They then 
become capable of producing inferences, developing into new forms, 
and extending their constructive influence over men and society. 
Then we call them the mores. The mores are the folkways, includ- 
ing the philosophical and ethical generalizations as to societal 
welfare which are suggested by them, and inherent in them, as they 
grow. 

It can be seen that philosophy and ethics arc products of the 
folkways. They are taken out of the mores, but are never original 
and creative; they are secondary and derived. They often interfere 
in the second stage of the sc(iucnce— act, thouglit, act. Then they 
produce harm, but some ground is furnished for the claim that they 
are creative or at least regulative. 

The masses arc the real bearers of the mores of the soc iety. They 
carry tradition. The folkways are their ways. They accept influ- 
ence or leadership, and they imitate, but they do so as they sec lit, 
being controlled by their notions and tastes previously acquired. 
They may accept standards of character and action from the classes, 
or from foreigners, or from literature, or from a new religion, but 
whatever they take up they assimilate and make it a part of their own 
mores, which they then transmit by tradition, defend in its integrity, 
and refuse to discard again. Consequently, the writings of the literary 
class may not represent the faiths, notions, tastes, standards, etc., of 
the masses at all. The literature of the first Christian centuries shows 
us scarcely anything of the mores of the time, as they existed in the 
faith and practice of the masses. Every group takes out of a new 
religion which is offered to it just what it can assimilate with its own 
traditional mores. Christianity was a very different thing amongst 
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under existing life conditions. Acts under the laws and institutions 
are conscious and voluntary; under the folkways tliey are always 
unconscious and involuntary, so that they have the character of 
natural necessity. Educated reflection and skepticism can disturb 
this spontaneous relation. The laws, being positive prescriptions, 
supersede the mores so far as they are adopted. It follows that the 
mores come into operation where laws and tribunals fail. The mores 
cover the great field of common life where there are no laws or police 
regulations. They cover an immense and undefined domain, and they 
break the way in new domains, not yet controlled at all. The mores, 
therefore, build up new laws and police regulations in time. 

We may now formulate a more complete definition of the mores. 
They are the ways of doing things which arc current in a society to 
satisfy human needs and desires, together with the faiths, notions, 
codes, and standards of well living which inhere in those ways, having 
a genetic connection with them. By virtue of the latter element the 
mores are traits in the specific character of a society or a period. 
They pervade and control the ways of thinking in all the exigencies- 
of life, returning from the world of abstractions to the world of action, 
to give guidance and to win revivification. ‘‘The mores are, before 
any beginning of reflection, the regulators of the political, sodal, and 
religious behavior of the individual. Conscious reflection is the worst 
enemy of the mores, because mores begin unconsciously and pursue 
unconscious purposes, which are recognized by reflection often only 
after long and circuitous processes, and because their expediency often 
depends on the assumption that they will have general acceptance 
and currency, uninterfered with by reflection.” “The mores are 
usage in any group, in so far as it, on the one hand, is not the expres- 
sion or fulfillment of an absolute natural necessity (e.g., eating or 
sleeping), and, on the other hand, is independent of the arbitrary will 
of the individual, and is generally accepted as good and proper, 
appropriate and worthy.” 

379. THE FORMS OF CONTROL* 

In his book on Social Control^ and in his more recent Social Psy- 
chology^ Professor Ross recognizes quite as fully as does Professor 
Sumner that suggestibility, imitation, fashion, conventionality, and 
custom dominate a large part of the individual’s activities. He 
points out, however, that adherence to customs found useful in 

* Adapted by permission from A*. A. Tenny, “Some Recent Advances in 
Sociology,” Political Science Quarterly, XXV (1910), 520-33. 
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the past is, in many instances, a rational process; that discussion 
changes opinion, at times, and is fruitful. In his Social Psychology, 
after analysing with acumen the constraining effect of emotions that 
arise in a crowd, he devotes a chapter to ‘‘prophylactics against mob 
mind.^’ Moreover, the earlier volume. Social Control, is devoted 
almost entirely to a discussion of that social domination which aims 
to attain beneficent results and which fulfils a recognized need. Upon 
the utilization of suggestibility, it is therein held, rests the whole 
modern policy of founding a social order on education. An older 
policy had utilized the same means in religion and in the conscious 
manipulation of beliefs and customs. 

Professor Ross has even ventured to divide the instruments' of 
control into two classes: (r) ethical, those arising in sentiment rather 
than utility, such as public opinion, suggestion, jiersonal ideal, social 
religion, art; (2) political, those that arc deliberately chosen, such as 
law, belief, ceremony, and education. The prominence of the one 
or of the other group in the regulative scheme, he holds, will depend 
on the constitution of society. The political instruments, operating 
through prejudice or fear, will be preferred: (i) in proportion as the 
population elements to be held together arc antipathetic and jarring; 

(2) in proportion to the subordination of the individual will and 
welfare to the scheme of control; (3) in proportion as the social 
constitution stereotypes dilTercnces of status; (4) in proportion as the 
differences in economic condition and opportunity it consecrates are 
great and cumulative; (5) in proportion as the parasitic relation is 
maintained between races, classes, or sexes. On the other hand, the 
ethical instruments, being more mild, enlightening, and suasive, will 
be preferred: (i) in the proportion as the population is homogeneous 
in race; (2) in proportion as its culture is utiiform and diffused; 

(3) in proportion as the social contacts among the elements of the 
population arc many and amicable; (4) in proportion as the total 
burden of reciuirement laid upon the individual is light; (5) in pro- 
portion as the social constitution docs not consecrate distinctions 
of status or the parasitic relation, but conforms to common elementary 
notions of justice. In general Professor Ross holds that a statecraft is 
taking the place of folkcraft. 

380. TRADITION AND SOCIAL INHERITANCE^ 

The interplay of human motives and the interaction of human 
beings is the fundamental fact of social life, and the permanent results 

* Taken by permission from L. T. Hobhouse, Social Evolution and Political 
Theory, pp. 33-36. (Columbia University Press, 1911.) 
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which this interaction achieves and the influence which it exercise'^ 
upon the individuals who lake jxirt in it conslitutc ihe fundamental 
fact of social evolution. These results are embodied in what may be 
called, generically, tiadilion. Tradition is, in the (le\’eloj)ment o] 
society, what heredity is in the ])hysical growth of the stock. It 
is the link between pa^t and future, it is that in whi( h the effects of the 
past are con:3()li(laled and on tlie basis of w’liith subse(|uent modifica- 
tions arc built up. \Vc might push the analogy a little farther, for the 
ideas and customs which it maintains and furnishes to each newv 
generation as guides for their bc'h.uior in life are analogous to the 
determinate nathods of reaition, the inherited impulses, reflexes, 
and instincts with which heiedity furnishes the individual. The 
tradition of the elders is, as it were, the instinct of soe iety. It furnishes 
the prescribed rule for dealing with the ordinary occasions of life 
which is for the most part accepted without incpiiry and applied 
without reflection. It furnishes the apj)ro{)i iate institution for pio- 
viding for each class of social needs, for meeting common dangers, 
for satisfying sociid wants, for regulating social relations. It con- 
stitutes, in short, the framework of society’s life which to each new 
generation is a part of its herc'ditary outfit. JUit of course in 
speaking of tradition as a kind of inheiitance wc conceive of it as 
propagated by (|uite other than biologic .il methods. In a sense its 
piopagation is [isychological, it is handed on from mind to mind, and 
even though soc ial institutions may in a sense be actually incorjic^rated 
in material things, in buildings, in books, in coionation robes, or in 
flags, still it need not be said that these things are nothing but for 
the continuity of thought which maintains and develops their signifi- 
cance. Yet the forces at work in tradition are not purely psycho- 
lc:)gical; at least, they are not to be understood in terms of individual 
psychology alone. What is handed on is not merely a set of ideas, 
but the w'hole social environment; not merely certain w^ays of think- 
ing or of acting, but the conditions which prescribe to individuals the 
necessity for thinking or acting in certain specific w^ays if they are to 
achieve their own desires. 

381. IMITA ITON: AN AGENT OF CONSERVATION AND OF 
PROGRESS* 

I. The child gets the bulk of his ideas, habits, ideals, and purposes by 
imitating the copy in the way of activities, ideals, and character 
furnished within the family drcle. 

‘ Taken permission from E. S. Bogardus, Introduction to the Social Sciences, 
pp. 174-76. (University of Southern California, 1013. Author’s cnoyright.) 
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a) So rapidly does this imitative process go on that by the time the 
eighth year is reached it seems probable that the foundation 
lines of the child’s social and moral character are laid. 
h) This imitative process preserves the continuity of the social 
environment and is a vast conservative force in society. 

c) Only by imitation each generation takes up and makes its own 
customs and traditions of the preceding generation. 

d) Parents set children copies when the children’s habits are un- 
formed and when they lack all means of test or criticism. 

c) More custom imitation in human than in the lower species. 
There the young are well equipped with instincts at birth, leave 
the parent relatively early; little chance for imitation of the 
parent. 

2. A tendency for practices to continue by custom imitation long after 
their original significance has been forgotten: 

a) American idolatry of a partly undemocratic Federal Constitution. 

b) American veneration for a common law at variance with certain 
needs of an industrial civilization. 

c) Deference for a traditional system of law which exhibits too 
great a respect for the individual and too little respect for the 
needs of society. 

3. Physical isolation favors custom imitation. 

a) Geographic barriers tend to shut out new stimuli. 

b) In the back country, survive clanishness, patriarchal authority, 
self-supporting preachers, “hell-firc” doctrines. 

c) Compare Russia (rural) with Germany (urban). 

d) The Isle of Man is famous for the old-time flavor of its institu- 
tion and customs. 

4. Society relics for stability upon custom imitation; without it 
society would fly to pieces. 

5. Custom imitation is offset by fashion imitation; the former is a 
borrowing from ancestors or forerunners, the latter, from con- 
temporaries. 

a) When we imitate a contemporary, we are obliged usually to 
surrender some rooted belief or practice; our imitation is a 
substitution, has to overcome the force of habit. 

b) The railroads penetrating the rougher parts of Mexico set the 
hand three centuries forward on the dial. 

Books, magazines, and newspapers favor fashion imitation; 
on the whole th^^y create contacts with the present rather than 
with the oast. 
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d) The school may deliver the young from ignorant prejudices; 
but if its basis of instruction be the ancient writings it may 
foster a most cramping traditionalism. 

e) Freedom of discus'^ion breaks the spell of custom imitation. 

6. Features of Americanism which encourage fashion imitation as 
against custom imitation. 

a) Our individualism braces the immigrant against the commands 
of priests, padrones, the natural upbuilders of tradition. 

b) The spirit of progress — little reverence for antiquity. 

c) Settlement in a new region gives a blow to the old customs. 

7. Three classes of people in relation to fashion imitation. 

a) Those who imitate their superior, so as to be taken for the 
superior. 

b) Those who imitate in order not to be conspicuous. 

c) Those who never conform to fashion, the “hay seeds.” They 
are the people often of real backbone, democracy, independence. 

8. It may become merely the fashion to think in certain ways and we 
imitate, without reason. 

a) That manual labor is degrading. 

b) That pecuniary succe^^s is the only success. 

c) That civic worth is measured by pecuniary success. 

d) That things are beautiful in proportion as they are costly. 

9 Laws of fashion imitation. 

a) The social superior is imitated by the social inferior. 

b) The more successful is imitated by the less successful. 

c) The rich are imitated by the i)oor. 

d) The city is imitated by the country. 

e) The college is imitated by the high school; the senior, by the 
freshman. 

382. THE FAMILY AS AN AGENCY OF CONTROL* 

A* 

We are sometimes inclined to talk as if the Family had been 
entirely superseded by the Individual in modern economic organiza- 
tion. This is a complete mistake, arising from forgetfulness of the 
fact that at least one-third of the population of the globe consists, not 
of individuals in the sense of independent adults, but of children 
regarded by older people as too young to be allowed to do what they 
like. It is true that the work actually done by children is not of 

‘Taken by permission from Edwin Cannan, Wealth, pp. 76-78. (P. S. King 
& Son, Ltd., 19^4-) , 
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much importance. The world would not suffer much in the next 
twelve months if all child labour were entirely cutoff for that period. 
But the children themselves are of paramount importance because 
it is from them only that the adults can be recruited, and for the most 
of mankind childhood is the period during which it is settled whether 
the person shall be industrious or idle and what he shall work at so 
far as he does work. By far the greater number of men and women 
have acquired the habit of industry because they were persuaded or 
driven to work by influences brought to bear on them by the Family 
when they were still children. These influences, of course, are multi- 
farious; some are typified by the kiss of the mother, some by the stick 
of the father; some consist in the gibes of elder brothers and sisters, 
some in the appealing cries of hungry younger ones. Taken all to- 
gether, these family influences are so powerful that modern States 
find it necessary to make many regulations and employ many inspec- 
tors to prevent children from being overworked. How uniformly 
the habit of industry, once acquired in childhood, remains with the 
adult, is shown by tne frequency with which we find ourselves attribut- 
ing idleness in adults to the accidental absence of the normal family 
influences. Within the Family, too, as a rule, is made the decision 
which governs the allotment of the person to some one profession or 
occupation. Every grown man or woman is doubtless legally free 
to choose his or her occupation and to change it as often as he or she 
pleases, but legal freedom is generally not of much use after childhood 
is over. This might not make much dilTerence if the parents always 
chose for the child just as the child would choose if it had experience 
before the choice took place. But that hypothesis is far from being 
a true one; the distribution of persons between the various occupa- 
tions is influenced in the most important manner by the fact that 
parents often cannot, and often will not when they can, choose for 
their child the occupation which he would choose for himself if he were 
perfectly well informed and capable of making the selection which 
seemed to him best in his own interests. 

B* 

I. The family is the primary social structure. 

a) Since it contains both sexes and all ages, it is capable of repro- 
ducing itself, and hence of reproducing society. 

* Taken by permission from E. S. l^ogardus, An Introduction to the Social 
Sciences, pp. 78-79. (Uriversity of Southern California, 1913. Author’s copy- 
right.) 
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b) Relations of superior and subordinate, and of equality, which 
enter so largely into the structure of all social institutions, are 
especially well developed in the family relationships. 

2. Functions of the family in conserving the social order. 

a) Chief institution in society for transmitting, from one generation 
to another, social possessions of all sorts. 

h) Property in the form of land, houses, personal property, is 
passed from generation to generation through the family. 

c) Language is very generally transmitted in the family. 

d) Ideas, beliefs regarding governments, religion, moral standards, 
artistic tastes, etc., are largely transmitted through the family. 

3. functions of the family in promoting social advance. 

a) The family is the almost sole geiieratoi of altruism in human 
society. 

h) Upon altruism society depends for every upward advance in 
co-operation. Hence the family is the chief .source of social 
progress. 

c) Family life is a school for socialization. The family meal, when 
all members gather together, is just becoming recognized as a 
great .socializing factor. 

4. A problem — modern industry versus the home. 

a) Primitively indi^try was subordinate to and centered in the 
home, modern industry is an enormous expansion of primitive 
housekeeping. 

b) Removal cT industries from tlie family group has often been 
followed by the removal of the parents and children from the 
home, and by the practical disintegration of the family. 

c) Subordination of industry to the family is necessary No sound 
and stable life until recjuirements of industry, of wealth-getting, 
are subordinated to the rc(]uircments of the family for the good 
birth and [)roper rearing of children. 

383. THE ECONOMIC SIGNIFICANCE OF CULTURE' 

It is by directing human labor and by controlling the processes 
of nature that modern industry creates vast quantities of goods, 
including food supplies in excess of what nature offers freely in unso- 
licited bounty. In achieving this end modern industry is dependent 
upon man’s acquisitions of scientific knowledge and technical skill. 
Knowledge and skill have had beginning and growth in man’s cease- 
less interrogation of nature through unnumbered generations, and in 
his attempt to imitate her ways. These questionings and imitations 
lead back into a maze of religious ceremonies and beliefs, back into 
the world of animistic ideas, and then yet farther back to those earliest 

'Taken by permisbion from F. II. Giddings, “The^Economic Significance of 
Culture,” PolilUal Science Quarterly, XVIII (1903), 450-51. 
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forms of mimicry, of which language and manners were born. Modern 
industry, then, presupposes among its antecedents the whole cultural 
history of man considered as a mental preparation for his present task. 

This, however, is not all. Industry presupposes certain motives 
for productive elTort, and these are more than pangs of hunger and 
cold. They include, not only the demand of the body for nourish- 
ment and protection, but also the demand of body and of mind for 
exhilarating activity; for the pleasures of sight and of sound, of 
imagination and of sentiment, and for the deeper satisfactions of 
understanding and of faith. In their turn all these satisfactions are 
concretely embodied in cultural forms handed down to us from the 
past. On the side of motive also, therefore, modern industry pre- 
supposes the long historical evolution of culture. 

Thus, indirectly at least, culture has an economic function. As 
motive and means — a necessary antecedent of the whole industrial 
scheme of the modern world — it must be recognized among economic 
causes. Has it, then, or has it had in the past an economic function 
more immediate, an economic character less disguised? Did it 
originate in economic clTort? As a product of evolution it must be 
regarded as in some way related to the struggle for existence. Did 
it grow and dilTcrentiate because it contributed in a practical way to 
life maintenance, or only because it happened to be correlated with 
useful activities, and fortunately added something to the variety and 
interest of an existence which it had no power to sustain ? 

The answer to this question is not doul)tful. In its earliest forms 
culture is an economy; a practical, utilitarian thing. Only in its late 
developments docs it become a diversion. To the primitive man 
culture in general, like music or dancing in particular, is a serious 
business. 

See also 300. Control through Ethical Development. 

384. PUBLIC OPINION^ 

Genuine opinion is neither cold, logical judgment nor irrational 
feeling. It is scientific hypothesis, to be tested and revised as expe- 
rience widens. Opinion is a view of a situation based on grounds 
short of proof. In a valid opinion they must be jiisl short of proof. 
Good opinion is not spasmodic. The mind must have made a very 
wide sweep, made the complete circuit of the compass. It must fii’st 
have hunted down the predisposing prejudice and neutralized it and 

‘Adapted by permiision from an editorial in the New Republic, IV (1915), 
171-72. 
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then bent itself to discovering all the factors that converge upon the 
situation. But good opinion is not flabby or uncertain. It is not a 
“much to be said on both sides.” It is a provisional conviction to be 
held as a conviction until new light alters it. It strains constantly 
toward truth. It invites criticism. It has the scientist’s disinter- 
estedness in its own conviction. What it wants is to understand, to 
get the thing it is judging rightly placed, to grasp its true meaning 
in the world. 

Opinion, how^ever, aims not at a mere static comprehension. It 
is a force, and the only force that can be relied uj)on in the long run 
to fortify the will and clear the vision. Conviction, gripjied after the 
widest possible survey of the field, is what we must act upon if we are 
to effect those social changes which most of us desire. The world has 
generally preferred to act from logical consistency or from the high 
elation of feeling, rather than upon daring and clear-sighted experi- 
ment. The idea of a social and political opinion which, free from 
moral prejudice, strains toward scientific proof, as the hypotheses of 
the physicist strain toward physical laws, is still very new, but it is 
already playing havoc with the old, crusted folkways. 

If such opinion is to be the force of the future, there cannot be too 
much of its guiding thread. Yet it constantly becomes not easier but 
harder to form valid opinions. We are stunned by the volume of what 
there is to know in the human world. We are overwhelmed by the 
mass of sociological data and brought to despair even more by the 
great gaps which must be filled. Discussion and universal reading 
have not really made popular opinion any more intelligent or reliable. 
They have merely made great masses emotionally articulate, rendered 
prejudice more vociferous and varied. The need for inter[)relers, for 
resolute expressers of opinion, becomes therefore more urgent. Even 
if real opinion is an Utopian ideal, and no mind can ever make the wide 
survey and go through the stringent processes necessary to form it, 
the brave effort must always be made. To work at breaking up the 
cake of intellectual custom, at setting the new terms and values that 
current society needs, at judging events in the light of the larger con- 
ceptions of science and the most fruitful social tendencies, will be not 
to remain entirely futile in the modern world. 

385. PUBLIC OPINION AND ACQUIESCENCE* 

A cause of the prevailing acquiescence in existing social conditions 
is the continual output from pulpit, sanctum, forum, and college chair 

* Adapted by permission from W. J. Ghent, Our Benevolent Feudalism, 
pp. 122-25, I3V4^ (The Macmillan Co., 1902.) 
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of our professional moulders of opinion. Now not all of this output 
makes for acquiescence; but the overwhelming mass of it unques- 
tionably does. From these instructors of the people we learn that 
conditions, while not perfect, either are reasonably near to perfection, 
or, if evil, are not to be corrected except by individual regeneration. 
We learn of the irrationality or the moral obliquity of discontent; 
the viciousness or fanaticism of impertinent persons who seek to 
change things; the virtues of obedience; the obligation of toil (specifi- 
cally directed to those who are doing most of the world’s work, for 
the profit of others), and of the worth, benevolence, and indispensa- 
bility of our magnates. 

It may be doubted if our commissioned teachers exert so great 
an influence upon opinion as do our newspapers. “The newspaper 
today,” said Archbishop Ireland recently before the National Educa- 
tion Association, “is pre-eminently the mentor of the people; it is 
read by all; it is believed by nearly all. Its influence is paramount; 
its responsibility is tremendous.” There is much truth in this dictum 
though something of qualification is needed. 

The average newspaper is owned and operated as a commercial 
property. The days when the editor hired the pulilisher are gone; it 
is now the publisher who hires the editor, and the counting room de- 
termines the policy. Advertising is the material mainstay, and the 
merchants and magnates who have largesse to distribute must be 
humored. 

It is not so much through their editorial expressions as through 
their coloring of the news that the weeklies and dailies mould the 
opinions of the mass. A growing scepticism averts the former influ- 
ence; but against the latter there is no prophylactic. News is 
assorted, pruned, improved, to accord with a predetermined policy. 

Our laudatory stump orators have their measure of influence on 
social thought, no doubt, but it is one that surely dechnes, and the 
subject may be passed with but scant mention. Likewise, the hetero- 
geneous small fry of seigniorial retainers in the various walks of life, 
whose business it is, in season and out, to glorify the prevailing regime, 
may be noticed and dismissed in a sentence. The influence of the 
pulpit, however, is a subject that requires some attention. This 
influence, while greater than that of either of the groups just men- 
tioned, is unquestionably less than that of either the editors or the 
professional lay publicists. But weakened as it has been, it is yet 
felt by the magnates to be an instrument of social control which by 
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proper use can be made to perform a needed service. A constant 
pressure is, therefore, brought to bear upon pastoral utterances. It is 
the “safe” men who are in most request to fill pulpits; and it is the 
“safe” men who draw to their churches the largest endowments. 
Under the influence of this pressure there has gradually been developed 
a code of pulpit ethics, outside the limits of which no prudent minister 
will dare range. The minister may be “long” on spirituality, but he 
must be “short” on social precepts. 

386. CONfl'ROL BY VOLUNTARY ASSOCIATIONS 
A' 

Some idea of the strong influence of this factor upon legislation 
may be formed from the following partial list of important public 
measures or policies which have been drawn up and are being urged 
by private business or civic associations: 

I. IN THB NATIONAL GOVERNMENT 
Internal waterways 
The civil service 
Restriction of immigration 
Regulations of interstate and foreign commerce 
Treatment of Indians 
Treaties of arbitration 
Settlement of labor disputes 
Forestry 
Irrigation 

2. IN THE STATE GOVERNMENT 
Revision and enforcement of the tax laws 
Establishment of new system of public charities 
Reorganization of prisons 
Forestry protection 
Restriction of child labor 
Health improvement 
Improvement in school administration 
Regulation of liquor licenses 
Inspection of foods 

3. IN THE MUNiaPAL GOVERNMENT 

Parkways, boulevards, and park areas 
Recreation grounds 

* Adapted by permission from J. T. Young, The New American Government 
and Its Work, pp. 575-87. (The MaCmillan Co., 1915.) ^ 



1010 


INDUSTRIAL SOCIETY 


Reorganization of city school systems 

Medical inspection of schools 

Manual training methods, nature of study in the schools 

Extension of library systems 

Reorganization of the tax laws 

Adoption of the business methods in the granting of franchises and in 
the award of contracts 

Suppression of the grosser forms of gambling and vice 

Establishment of modern accounting methods 

In some of the large cities, societies have not confined themselves 
to the simple proposal of plans for government action but have placed 
these plans in actual operation with the aid of private funds, have 
demonstrated the feasibility of the proposed improvements and have 
then turned over the material, plant, and experience thus gained to 
the municipal authorities. 

Our public baths, playgrounds, vacation, sewing, singing, and 
cooking schools, our investigations of the proper method of treating 
tuberculosis and some of the most valuable phases of social work, are 
all examples of private experiments which first demonstrated their 
ability to produce results and were then handed over to the city 
government. Such private associations have undeniably “set 
the pace” for our public machinery, and in doing so have opened up 
a new method of work whose value is hard to overestimate. This 
activity is not a simple expression of public opinion, it is a demonstra- 
tion of what can be done and what should be done by our governments 
to improve the individual welfare. 

The besetting sin of modern governments is a constant tendency 
toward the stagnation of routine work — the hostility to new ideas. 
At this point the experimental activity of the private association 
steps in to show what is and what is not feasible. 


B* 

It is tlie cotton lobby which throws its great influence against 
the workers in the cotton states, the glass lobby in the glass states, 
the laundrymen’s association wherever legislation for laundry workers 
is proposed, the retail dealers’ association against any relief for shop 
girls. Individual employers, it goes without saying, are humane and 
enlightened, but their official organizations and representatives have 

‘Adapted by permission from Josephine Goldmark, Fatigue and Efficiency, 
pp. iai-23. (Charities Publication Committee, 1912,) 
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won a sinister distinction in opposing labor legislation. Such asso- 
ciations of employers as those named above are found officially in 
the field at every session of the state legislatures. li. was, for instance 
the Illinois Manufacturers’ A'^sociation which officially combated any 
restriction whatsoever of women’s hours in Illinois, and, failing to 
defeat the passage of the ten-hour law in 1909, bent all their energies 
to have the law annulled by tlie couits. It was the laundrymen’s 
associations which played the same part in Oregon in 1907, and evxn 
carried a case against the Oregon ten-hour law to the United States 
Supreme Court. It is the retail Dry Goods Merchants’ Association 
of New York City which by varied means has succeeded in stifling 
all limitation of hours for adult women emploved in department 
stores. It was the ofiicial Manufacturers’ Association of Colorado 
which issued a statement to the legislature in 1911, pointing out the 
dangers of the proposed eight-hour law', and denying its need by 
recounting the contributions of (^)lorado manufacturers to various 
charities. The universal argument whidi has so often crowned their 
official efforts with success i^ the abject money-makers’ pleas, tlie 
fear of loss -“Save us lest we ])eridi.” 


See also 256. Other Forms of Community Control, 

24 The Tra<le Union Progiam. 

254H. Concentration in Maiketing. 

290. Trade Ass()ciations. 

387. LAW AND SOCIAL CONTROL’ 

The law is hut one of various means of control. - d'here are other 
means of control such as religion, ‘ uper.^tilion, ethical teaching, pub- 
lic opinion, etc. Men use ph) sical force, })crsuasion, education, social 
ostracism, boycott, blacklist, all sorts of economic, political, and 
social pressure - court, legislature, school, press, pulpit, platform, 
market, bank, factory, etc., in the effort to make other men do as tliey 
wish. Every man and every group of men is constantly striving 
consciously or unconsciously, elTectively or ineffectively, to control 
the world in his or its interest. The law molds human conduct by 
means of the organized application of physical compulsions to the 
persons or property of the people. It is a massive, external, tangible 
control. 

’Adapted by permission from Frank Parsons, Legal Doctrine and Social 
Progress, pp. 17-23. (B. W. Huebsdi,*i9n.) 
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Law too costly to he used to enforce the whole moral law— Which 
forms of control should be used in any particular case or class of cases 
depends on the nature and training of the persons to be controlled 
and the peculiar circumstances, especially in relation to cost, certainty, 
directness, definiteness, and practicability. It costs a great deal in 
time, money, and friction to set the cumbrous machinery of the law 
in motion and to carry it through to judgment and execution; to use 
that method of control for small olTenses against the moral law, such 
as ordinary lying, explosions of ill- temper, common breaches of cour- 
tesy, etc., would be to incur far greater evils than those intended to be 
repressed. Such olTenses should be dealt with by public opinion and 
the inner ethical control, which work with the minimum cost and the 
maximum of elTectiveness. 

The law draws the line at the average man, — It would be folly to 
attempt to use the law to punish the ordinary shortcomings of the 
average man. Any system of law that would make the mass of human 
conduct subject to suit or prosecution, or bring the mass of men into 
court, or make tliem liable to be brought into court, would be simply 
intolerable. The law may be used to punish the sins of our savage 
blood, to press tlie defective classes into shape, and bring the lagging 
minority up to the average standard. But tlie common sins of the 
average man should be left to education, public opinion, and the 
complex mass of family and social influences tliat arc gradually mold- 
ing human nature to higher and higher types. The law draws a 
broad line at the average level civilization has attained: it requires 
only good faith and due care, that is, the degree of honesty, care, and 
skill which an ordinary man would exercise under similar circum- 
stances. It does not require tlie honesty, skill, and care exhibited 
by the best (a rule which would subject the bulk of mankind to legal 
liability and prosecution), but only demands the virtue of the man of 
ordinary character, intelligence, and care. The moral law requires 
of all the conduct of the best and more; but the civil law demands 
only the goodness of the average type. 

The law waits for crystallized public opinion. — So again uncer- 
tainty as to tlie character of the act, or the proof of it, may bar the 
law as a remedy. Society is not yet agreed that tlie use of intoxicants 
(I am not referring to the organized liquor traffic), narcotics, or drugs, 
stock speculation, sensational journalism, or useless duplication of 
industries, stores, factories, etc., is immoral; the legal presumption is 
always with liberty till experience makes it clear, beyond a reason- 
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able doubt, tliat the conduct in question is against the interests of 
society. Till then the matter should be left to ethical discussion, 
to the pressure of public opinion and its allies. jGradually experi- 
ence works such quebtions out and brings the community to substan- 
tial unity of judgment. Two notable examjdcs have occurred in 
recent years. Pugilism and the lottery not many x’cars ago were 
in the free field, outside the law, subject only to public opinion 
and ethical education. 

The law enters only where proof is possible. - Where the facts are 
difficult of proof, the law is equally excluded. Neither is it adapted 
to deal with sins of envy, jealousy, overeating, vices of secret char- 
acter, etc. In tlic field of evidence tlie law draws broad lines. It will 
not deal witli evils that in their nature are generally inca])ablc of clear 
proof. It puts up tlie bars against hearsay evidence. It re^iuircs a 
witness to tell what he knows of his own knowledge, not what he 
infers from what he has heard others say. It rc(iuircs tlie best evi- 
dence the nature and circumstances of the case permit. 

388. STATUTE LAW AND COMMON LAW 
A» 

We commonly speak both of law and of laws, and these terms, 
though not used with precision, point to two different as[)ccts under 
wliich legal science may be approached. The laws of a country are 
thought of as separate, distinct, individual rules; the law of a country, 
however much we may analyse it into separate rules, is something 
more than the mere sum of such rules. It is rather a whole, a system 
which orders our conduct; in which the separate rules have their 
place and their relation to each other and to the whole; which is never 
completely exhausted by any analysis, however far the analysis may 
be pushed, and however much the analysis may be necessary to our 
understanding of the whole. Thus each rule which we call a law is a 
part of the whole which we call the law. Lawyers generally speak of 
law; laymen more often of laws. 

There is also a more precise way in which we use this distinction 
between law and laws. Some laws are presented to us as having 
fiom the beginning a separate and independent existence; they are 
not derived by any process of analysis or development from the law 

‘Adapted by permission from W. M. Geldart, Elements of English Law, 
PP- 7-13- (Henry Holt & Co., Williame & Norgate.) 
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as a whole. We know when they were made and by whom, though 
when made they have to take their place in the legal system; they 
become parts of the law. Such laws in this country arc for the most 
part what we call statutes; collectively they are spoken of as Statute 
Law. On the other hand, putting aside for the present the rules of 
Equity, the great body of law which is not Statute Law is called the 
Common Law. The Common Law has grown rather than been made. 
We cannot point to any definite time when it began; as far back as 
our reports go we find judges assuming that there is a Common Law 
not made by any legislator. When we speak of the law we are think- 
ing of the system of law which includes both Statute and Common 
Law, perhaps more of the latter than of the former. A rule of the 
Common Law would rarely, if ever, be spoken of as a law. 

1. In spite of the enormous bulk of the Statute Law, the most 
fundamental part of our law is still Common Law. No statute, for 
instance, prescribes in general terms that a man must pay his debts or 
perform his contracts or pay damages for trespass or libel or slander. 
The Statutes assume the existence of the Common Law; they arc 
the addenda and errata of the book of the Common Law; they would 
have no meaning except by reference to the Common Law. 

2. On the other hand, where Statute Law and Common Law come 
into competition, it is the former that prevails. 

3. How do we know the law? Here there is a great diderence 
between Statute and Common Law. A statute is drawn up in a 
definite form of words. 

On the other hand, we have no authoritative text of the Common 
Law. There is no one form of words in which it has as a whole been 
expressed at any time. Therefore in a sense one may speak of the 
Common Law as unwritten law in contrast with Statute Law, which 
is written law. Nevertheless, the sources from which we derive our 
knowledge of the Common Law are in writing or print. 

B* 

The Common Law has passed or is passing through at least three 
distinct stages of economic assumption in its dealings with industrial 
affairs and the relations of capital and labour. There was the 
mediaeval stage in which every man was supposed to have his proper 
state in life, and the law had to see that he was kept in it. We cannot 

* Taken by permission from Frederick Pollock, “The Genius of the Common 
Law,” Ctflumbia Law Revi-tv, XIII (1913)^ lo-ii. 
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fix a point of time when this conception of social welfare ceased to be 
oflSciaUy accepted. Official and judicial opinion are ratJicr apt to 
lag behind the general movement of ideas, but thiy do move, and 
older and younger colleagues are not likely to move at the same pace; 
just as, in dating a manuscript, one has to remember than an ancient 
scribe may be writing the hand of the last generation at the same time 
that a young one is eager to display the very newest graces of pen- 
manship. We shall not be far wrong in pku ing the period of transition 
between the beginning of the nineteenth century and the reforms of 
1832. Next came the reign of utilitarian individualism, under which 
unlimited competition was to be the universal regulator, and it was 
thought that the state ought not to hinder this benelicent operation 
of human nature and could do nothing to help it beyond removing 
artfficial obstacles. In the faith of that doctrine our fathers (I mean 
the fathers of men now growing old) li\e(l through their active years, 
and their sons were brought up in its atmosphere. It pi e\ ailed for 
approximately half a century, d'hen, well within the memory of men 
not much past the prime of life, it became a tolerated, indeed a prob- 
able or plausible, opinion, that the state was abdicating its functions 
by remaining passive, and shcnild not only leave the road open for 
ability, but give assistance in suppressing unfavorable external con- 
ditions and equalizing oj)portunities. Ihe present generation is full 
of this spirit, and its power seems likely to increase for some time 
yet. It is not for me to discuss the merits of these dilTcrent ideals or 
to point out the perversions and excesses incident to each of them. 

389. LEGAL INTERVENTION IN BUSINESS^ 

Legal intervention in business analyzed.— A business man may be 
thinking of taking some action, or he may be inactive and someone 
may be trying to get him to act. To know whether the action con- 
templated or requested shall be taken re(iuires that the business man 
know what rules of law are applicable to the act in question. After 
he has decided whether or not the action will be possible or profitable 
he must yet decide what the legal conse(|Ucnces of his acting or refusing 
to act will be. Depending upon the nature of the act involved, the law 
may say to him one of three things: (i) “You shall not do it.^ 

(2) “Do it or not, as you like. If you decide to do it, I will help yiou.” 

(3) “You shall do it.” 

‘ Prepared by H. E. Oliphant. 



I0l6 ‘ INDUSTRIAL SOCIETY 

t 

Prohibitive intervention . — ^The law often intervenes in affairs of 
men to prohibit certain acts and conduct. The thing prohibited may 
be so detrimental to the public if permitted that the public, through 
its organized representative, the state, labels it criminal and punishes 
the offender with death, imprisonment, or fine. The principal crimes 
have been classified as follows: (i) Offenses against the government, 
including treason, bribery, extortion, maintenance, perjury, and con- 
tempt; (2) offenses against the public peace and welfare, including 
affray, riot, libel and slander, nuisance, and conspiracy; (3) crimes 
against religion and morality, including blasphemy, adultery, bigamy, 
and kidnapping; (4) offenses against the person, including assault, 
homicide, and robbery; (5) offenses against property, including arson, 
burglary, larceny, embezzlement, cheating, forgery, and counter- 
feiting. Those crimes of prime importance to the business man 
are: libel and slander, conspiracy, embezzlement, cheating, and 
forgery. 

Besides conduct contrary to morals, that contravening public 
policy is condemned, though not of sufficient seriousness to constitute 
a crime. Reprehensible conduct, short of crimes, usually takes one 
of two forms: torts, or illegal contracts. Public policy requires the 
protection of certain interests. They may be the interests of the 
individual, of society as a whole, or of the state as a representative of 
• society. The law intervenes if I insist upon mashing your nose or 
destroying your reputation by defamation. Marriage-brokers’ con- 
tracts and contracts or gifts whose effects are to restrain marriage are 
not valid. I must not make a highway of your lawn or otherwise 
lessen the value of your enjoyment of any property that is yours. 
One cannot enforce a promise to pay a bribe or a contract to lobby for 
a legislative measure. The social interests which are protected are 
enormous in number and happily increasing. To take examples from 
a single field, that of economic interests, the body of law rendering 
futile contracts in restraint of trade is both enormous and adolescent, 
while, to the question what means are fair and ^oul in the bargaining 
struggle between employers and employees and in contracts between 
trade rivals, the answer which the law will finally return will doubtless 
be as complex as it is now uncertain. 

There are many ways by which the law’s disapprobation of con- 
duct is e.xpressed. The most obvious one is to give the public a 
remedy in the form of a criminal prosecution, as was done by the 
Sherman Act. More effectual, because put into the hands of the 
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individual who has been harmed, is its civil action for damages. To 
enforce contracts, elaborate and expensive legal machinery has been 
provided. In a multitude of cases the law makes.real its dislike of 
certain conduct by refusing the wrongdoer the use of this machinery. 

Promotive iiitcrccntion. Ihe second type of legal intervention is 
promotivc in its purpose. To promote the exchange of commodities, 
for example, certain promises concerning it are sanctioned by the law 
and their performance is made obligatory. To promote commerce 
the law permits and aids a railroad to take private property with or 
without the owner’s consent. As the examples indicate, promotive 
legal intervention in business takes two forms, which may be denom- 
inated (i) intervention by legal sanctions, and (2) intervention by 
legal endowments. 

Incidentally for the good of the individuals concerned, but pri- 
marily for the good of society as a whole, the law sanctions among 
other things promises which people have procured. What promises 
the law by its sanction rec[uires to be j)erformed depends both upon 
their content and form, ddie promise must rcdatc to something of 
general importance to be thus dignihed by the law. In general, prom- 
ises relating to trade and commerce are binding Promises to dine 
are not. Promises to marry arc. Again, I may want to make a prom- 
ise to you without making myself liable to have to perform it. It is 
tiierefore dcsiiablc that we shall be Able to make our promises binding 
or not as we wish. The dilTercncc is one of form, l^nless the promise 
takes a ceitain form the law will not enforce it. 

Ordinarily, I cannot be compelled to sell property which I own. 
It cannot be taken from me without my consent. Yet a corporation, 
in undertaking to build a bridge or a railroad, may need land which 
I own. To such corporations the law-makers mav give the privilege 
of taking my land without my consent. A group of men desire to 
form a business organization that will continue though one of them 
dies, and for whose obligations the members will not be liable beyond 
the amounts which they have put into (he business, d'hesc powers 
and privileges are often conferred by the legislature upon groups of 
individuals. I may not stand at tJie edge of a river and rccjuire each 
person who crosses to pay me for the privilege unless I am given 
authority to do so by the state. Persons or firms are often permitted 
to erect bridges or maintain ferries and to lay a common charge upon 
the public for services rendered. Frecjuently, during the period of a 
strong policy to aid internal improvements, the different states 
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exempted some businesses from taxation or from some other common 
burden. This was often done in the case of railroads. In all of these 
cases the law giv^s to some individual or firm rights, powers, privileges, 
or immunities not possessed by otlier members of the public. These 
are examples of legal endowments. 

Mandatory intervention — Over against the inhibitory functions of 
the law, which were discussed under tlie head of Prohibitive Interven- 
tion, stand its accelerative functions, less numerous, but no less inter- 
esting. Usually whether I shall enter into a contract with you is a 
matter solely for my determination. If I sell food, I may refuse to 
sell bread to X because his head is bald, to Y because he eats with his 
knife, or to Z because he believes in ghosts; and this though each is 
starving I may sell at any price I please, and I may charge one 
man half the value of the bread while I charge another double its 
worth. I may close my shop whenever it suits my fancy to do so, for 
any reason or for no reason at all. But if my business is that of a 
carrier of goods or passengers, or that of an innkeeper, or if I sell gas, 
water, or electricity instead of bread, ordinarily I may do none of these 
things. Upon persons or firms engaged in some businesses the law 
imposes affirmative duties that they shall deal with all ])roper persons 
who are willing to pay prices which the law has said are reasonable, 
and that they shall make no discriminations that are unreasonable. 
Such businesses, moreover, may ’not be forsaken at will. While in 
most businesses the owners may fix the amount and kind of property 
which they use, the owners of railroads, for example, must if necessary 
buy more cars and engines. Telephone companies must lay more 
cables if the growth of the demand for telephones requires it. To 
enforce these affirmative duties imposed by the law two principal 
remedies exist: the person who has been injured by the failure of the 
owners to perform these duties may sue them and collect for his 
injury; or he may require some officer of tlie state, usually the attorney 
general, to bring action to compel tlie owners to perform their 
duties. 

Promotive intervention is unlike prohibitive intervention in that 
it is always the purpose of the latter to prevent action, while the former 
contemplates action and change. Doubtless tlie ideas conveyed by 
the terms “mandatory” and “promotivc” intervention are sufficiently 
similar to be expressed by a single term, yet it seems helpful to dis- 
tinguish them. The purpose of mandatory intervention is to compel 
action, as may be seen by reference to the examples given above under 



SOCIAL CONTROL 


1019 


that heading. The puq)ose of promotive intervention is to aid one 
in acting. 

See also 35. Gild Merchant Regulations versus Craft Gild 
Regulations. 

54. The Law Merchant. 

57 62. On Mediaeval Social Control of Industrial 
Activity. 

233. The Socialization of Law. 

C. The Relation of Government to Industrial Activity 

390. MERCANTILISM' 

The principles of the mercantile system were not taught by any 
School; there was no master, there were no disciples. From one of 
its aspects it was a popular economics and not that in the best sense 
of the term. Though Adam Smith turned to Mun when he looked 
for a discriminating statement of the Mercantile views, it is clear 
from his various criticisms on them in the 4th book of the Wealth of 
Nations, that he docs not regard them as a body of arguments and 
conclusions carefully worked out by thoughtful men from desire of 
truth, but rather as a scheme of commercial policy which different 
governments had adopted on the ad\i(C of interested merchants and 
nainufacturcrs. Its principles, so far as they were ever elaborated 
into a system, seem to him to be the maxims of practical men of 
business, who know how trade benefits themselves and have no con- 
cern how it benefits the nation at large. On the other hand, the 
motive of governments in adopting the Mercantile policy could 
hardly have been disinterestedly to benefit the merchants and manu- 
facturers. The time of its first appearance and the time of its decline 
will help us to understand the matter. It is usually said to have begun 
with the Reformation and ended with the French Revolution; and 
this means that it began when foreign commerce was becoming a 
power in Europe and ended when governments were beginning to be 
constitutional and popular. The common notion of Mercantilism 
represents it as confusing wealth with money, or at least with the 
precious metals. The charge thus blankly stated is not strictly true; 
but it is true that views were adopted and made the ground of political 

* Taken by permission from James Bonar, Philosophy and Political Economy ^ 
pp, 130-33. (Swan Sonnenschein & Go., 1893.) 



1020 


INDUSTRIAL SOCIETY 


action for more than two centuries, which might fairly be represented 
as logically involving the fallacy in question. The intelligible motive 
for adopting a policy which promised to multiply the precious metals 
in a country was clearly the desire of the rulers to have a full treasury 
for warlike and other purposes. There w^as also a belief that for 
general reasons (the reasons of the “merchants and manufacturers”) 
it was good for the country that as much of the precious metals as 
possible should be attracted into it. The measures adopted to secure 
this end were the prohibition to export gold and silver “forth of the 
kingdom,” the careful watching of the balance of trade, to see that 
our exports should in value exceed the imports, in order that there 
might be a balance in money to come into the country, restraints 
(by duties or prohibitions) on importation from foreign countries, 
and encouragement (by bounties and drawbacks) of exportation, 
special encouragements of home manufacture and of the growth of 
a home population to labour on it, treaties of commerce to secure 
privileges for our exporters, and finally the foundation of Colonies 
and the retention there of our monopoly of trading. 

It has been stated that IVIercantilists agreed in displaying an 
exaggerated care for the mere numbers of the people. The fallacy 
of considering a large population to be of itself a source of strength 
to a nation may indeed be c(>nnected with the military view in which 
the Mercantile System seems to have originated; but it is not neces- 
sarily of a piece with the rest of the policy. Not only the adherents 
of the Mercantile policy but luxirly all economical writers before the 
Physiocrats were more or less tainted with this fallacy; and it is no 
more safe to identify this view with Arercantilism than it is to identify 
Mercantile theorists with the siqiport of an absolute monarchy. 
No doubt the policy aiose at a time when Monarchies in Europe were 
becoming strong, and the regulation of trade may have seemed as 
natural in an absolute monarchy as the regulation of religion, morals, 
and literature. Put the Mercantile system prevailed even under 
the Commonwealth; and it survived the expulsion of the Stuarts. 
Its absence in Holland was due rather to its impracticability there 
than to the popular form of the Dutch government. It is true that 
Colbert, the great bugbear of the Physiocrats, was the minister of an 
absolute monarch; but the Physiocrats who successfully contended 
against the continuation of his policy were themselves suspected of 
inclining to an absolute form of government. The Mercantile system 
was no immediate consequence of the decay of feudalism and the rise 
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of powerful monarchies. The first efforts of these nionarchs were 
rather in the direction of sumptuary measures; their interference 
with foreign importation was meant not to briiTg money into the 
country, but to prevent their own peoi)lc from being corrupted by 
foreign luxuries. It is not till a century after the dis('o\ i-ry of .Vmcrica 
and the fall of feudalism that we find Mercantile \ lews coming for- 
ward with authority. .All we can safely say seems to be that, when 
the separate States bctame more conscious of their own national life 
than of the ties that bound them to their neighbours, they were easily 
led to confound commercial defiendence with politual, and it was 
not hard for jealousy and suspiuon to convince them that their 
neighbour’s gain could not at the same time be their own. We can 
understand too that in the days when go\ernments did not under- 
stand the limits of their omnipotiMKe they would feel bound to 
regulate the siiirit of trading which seemed to be becoming a passion 
with their citizens, to the dc'tiiment of their j)attiotism. This would 
seem to them the more impeiativc because trade is not the creation of 
any government, but is one of the spontc acla that have a life of their 
own. Tlierc was therefore an inteiference at every point. Isolated 
writers, especially in Ihigland, exjiies^ed doubts about the wisdom of 
this interference, but it was not till the middle of the eighteenth 
• 'entury, when a great School of Juonomists aiose in Irame, that 
h'oth rulers and peojile were forced to })ay some legard to the demand 
for freedom of trade. The demand was singily that what was 
spontaneous in it'i oiigin should be allowed to be spontaneous in its 
development. 

391. THE MERCANTILIST REClULATlOxNS BECO.ME ONlcROUS- 

In every quarter, and at every moment, the hand of government 
was felt. Duties on importation, and duties on exportation; bounties 
to raise up a losing trade, and taxes to i)ull down a remunerative one; 
this branch of industry forbidden, and that branch of industry 
encouraged; one article of commerce must not be grown because it 
was grown in the colonies, another article might be grown and bought 
but not sold again, while a third article might be bought and sold but 
not leave the country. Then, too, we find laws to regulate wages; 
laws to regulate prices; laws to regulate jirofits; laws to regulate the 
interest of money; custom-house arrangements of the most vexatious 

* Taken by permission from II. T. Buckle, Hntory of Civilizalion in England^ 
I, 201-3. (D. Appleton & Co , 1906.) 
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kind, aided by a complicated scheme, which was well called the sliding 
scale — a scheme of such perverse ingenuity that the duties con- 
stantly varied on ihe same article, and no man could calculate before- 
hand what he would have to pay. To this uncertainty, itself the 
bane of all commerce, there was added a severity of exaction, felt 
by every class of consumers and producers. The tolls were so onerous 
as to double and often quadruple the cost of production. A system 
was organized, and strictly enforced, of interference with markets, 
interference with manufactories, interference with machinery, inter- 
'erence even with shops. The towns were guarded by excisemen, and 
the ports swarmed with tide-waiters, whose sole business was to 
of domestic industry, peer into every 


■ airticlc; while that absurdity might be carried 

a large part of all this was by way of protection: 
^oney was avowedly raised, and the inconvenience 
W. use of the government, but for the benefit of the 
other vwrds, the industrious classes were robbed in order 
thrive. 

■ Such are soraii of the benefits which European trade owes to the 
paternal care of ^^jjopean legislators. But worse still remains behind. 
For the econom^ evils, great as they were, have been far sur- 
passed by the rffl^il evils which this system produced. The first 
inevitable conse^Bice was that in eveiy part of Europe there arose 
numerous and pW«rful gangs of armed smugglers, who lived by dis- 
obeying the lawffl/'hich their ignorant rulers had imposed. These 
desperate i^i the fear of punishment, and accustomed to the 
^^“JJj^P^ion of fflry crime, contaminated the surrounding popu- 
' ‘^E/introdut^ into peaceful villages vices formerly unknown, 
ruin^ entire families; spread, wherever they came, 
dissoluteness; and familiarized their asso- 
' y^^^^E<Mtrse and swinish debaucheries which were the 
vagrant and lawless a life. The innumerable 
this are directly chargeable upon the European 
I they were provoked. 

^ OF INDIVIDUALISM^ 

lll ^^i iiFtpiiiing the task of the twentieth century, it 
tface as far back as possible the whole 

“The Task of the Twentieth 

• (1901-3), 23-28. 
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course of human development (for each part receives the meaning 
from the whole); but as space forbids this, we must be content to 
gain what light we can by going back for a few cerfturies, say to the 
close of the Middle Age. 

The task of that age may be stated in a few words. It consisted 
in keeping steadily before each individual soul tlie fact of its own 
eternity and impressing upon it that its weal or woe, throughout 
that eternity, depended upon its pursuing a definite course of conduct. 
So far, nothing could have been better. But, unfortunately, though 
as we may well believe, necessarily, these things were presented in an 
external, dramatic way, as arbitrary revelations from an external 
God, and backed by such awesome sant lions as made the soul feel 
itself a mere helpless worm of the dust, in [ircscin c of an irrcsjionsible 
omnipotence. In one word, human life in these ages was entirely 
regulated by authority, which, though it might jiroduce a certain 
amount of socially desirable conduct, as even the })oorest of motives 
such as fear or avarice may, rendered all true moialitv, which depends 
upon a free, rational determination of the will, utterly impossible. 
The excuse for such authority was the fantastic belief that human 
nature, as such, was utterly fallen, dcgiaded, and imapable of self- 
direction; that, hence, if ever it was to reach its true end, it must 
entirely submit itself, ut cadaver^ to external guidance, that is, author- 
ity, or direct inspiration. 

In a system which accepted authority as the guide (d life on ])ain 
of damnation, there was, of course, no room for freedom of any sort, 
freedom of thought, freedom of affcation, or freedom of will. And, 
as a matter of fact, all these forms of freedom were, as far as possible, 
vigorously suppressed. ITce inquiiy into the laws and nature of the 
world gave way to a timid, scholastic di^ciHsion of the m.eaning of 
authority. Above all, free sclbdctcimination of the will, possible 
only through free inquiry and free affection, was placed under the 
ban. The mediaeval church, in part directly, in part indirectly, 
through the state, sought to regulate every thought, feeling, work, and 
deed of its members, and of all whom it claimed as such. When it 
was resisted, it shrank from no extremes. 

The task of the centuries since the ( lose of the Middle Age has been 
gradually to remove this yoke of authority, and to raise men to free- 
dom of thought, affection, and will - in a word, to rational self-guidance 
or moral life. This has been done, partly through actual resist- 
ance to authority, a resistance necessitated by social suffering, and 
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partly through discoveries in the worlds of nature, history, and 
philosophy. 

The sixteenth century was marked by great advances in all direc- 
tions. The discovery of America, the proof positive of the earth’s ro- 
tundity, and the Copernican astronomy utterly broke up the mediaeval 
view of the universe, the science of astrology, and the astronomical 
ethics depending on both, and thus freed men from a whole load of 
ignorance and superstition in matters physical and moral. At the same 
time the Reformation among the Germanic nations freed northern 
Europe from papal authority, and introduced the principle of free 
inquiry (without, indeed, recognizing its full import), while the 
Pagan Renaissance among the Latin peoples went far to free the south 
from that nature-distorting asceticism to which much of the church’s 
authority was due, and to make the perfection of human nature, 
instead of the glory of God, the end of human activity. Under the 
influence of both these movements education of a human sort spread 
rapidly, art revived, and the human mind advanced toward autonomy. 

The seventeenth century is, unlike the sixteenth, which had been 
largely a period of destruction in matters spiritual, a period of recon- 
struction. Now, not only are the old sciences and philosophies put 
aside, but new sciences and new philosophies spring up to take their 
place. And, strange to say, these new sciences and philosophies are 
all animated by a common spirit utterly different from that of the 
Middle Age. Just at the time when the earth, man’s al)0(lc, ceased 
to be regarded as the centre of the physical universe, man himself 
came to be regarded as the centre of the spiritual universe. It is this 
fact that makes the modern world, as distinguished from the ancient 
and mediaeval. Though the meaning of this fact has been but slowly 
coming to consciousness, it is now obvious enough to anyone who cares 
to think. It is this: whereas in the older world all truth was tried by 
an external authority, supposed to be revealed, and human reason was 
relegated to a thrall’s place; in the modern world, human reason is 
elevated to the first place, and all authority, even the existence of God 
himself, has come before its tribunal, and accepts its verdict. Thus 
truth is no longer dependent upon authority but authority upon truth. 

This great change is due mainly to two men— the English Prot- 
estant Locke and the French Catholic Descartes; but we find it in 
earlier writers, in Hooker and Hobbes, for example. Both these 
latter writers place the origin and, therefore, the authority of human 
society in a social contract, and not in divine appointment, and are 
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thus the parents of Rousseau and the French Revolution. Locke 
and Descartes, workiiiL^ on dilTercnt lines, came practically to the 
same conclusion, namely, that in the human conscioi\6ncss lie the test 
and reality of all truth, and, therefore, of all life guidance. From 
them comes all modern thought, in all its dilTerent phases, from the 
crassest materialism to the flimsiest idealism. To the seventeenth 
century belong Leibniz and Spinoza, Newton and (lalileo, Vico and 
Grotius; hence, the beginnings of modem science in all its blanches. 
To it also belong the first elTei live ino\cments toward what may be 
called individualism which was destined to j)lay such a part in the 
subsequent world. They take their ri^e in Holland, Fngland, and 
Scotland, and find their overt exprc'^sion in the three great anthro 
pocentric movements of the c enturv the two Ihiglish revolutions and 
the foundation of a new order of things -whose very essence is indi- 
vidualism, in the newlv-dist overed continent beyond the Western 
Sea. If the si.xtcenth century saw the collapse of external sjiiritual 
authority and the rise of rationalism, the sexenteenth saw the collap.se 
of external temporal authorit> and the ri^e of individualism, backed 
too by a philosophy which shosved it to be rational and practicable. 

In the eighteenth centurv the movcaneiits of the two previous 
centuries, toward freedom of thought .ind indi\ idualism in life, were 
^'arried to extremes and a new moxement begun, that may be called 
the movement toward economic freedom. It is par excellence the 
century of dowimbreaking in all the spheres of life and thought. 
Voltaire overthrew thrones with a jest, and made belief in revealed 
authority forever impo^siblcj Rousseau discarded all i onventional- 
itics and external re}>ia>sive institutions, ( ailed for a return to nature, 
and made subjective sentiment the rule of life individualism with a 
vengeance! Hume, the friend of Rousseau, sup[)licd a j)hilosophy for 
all this, by reducing all thought to clusters of impressions and ideas, 
and defying these to get beyond themselves, cither to a world of 
objects, or to a subject. Kant, accepting this result, showed how the 
world that we know, subjects and all, can be built up of these clusters, 
provided we bring out all that is implicit in them. Goethe, with 
Titanic nature, showed that man works out his own destiny by casting 
off his limitations and rising to spiritual freedom, among free men; 
that, as Tennyson puts it, “man is man and master of his fate.” 
Lastly, Adam Smith, devoting himself to a sphere of human action 
which thinking men had too long affected to despise, demanded free- 
dom in the economic world, asserted that the shackles should be 
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partly through discoveries in the worlds of nature, history, and 
philosophy. 

The sixteenth century was marked by great advances in all direc- 
tions. The discovery of America, the proof positive of the earth’s ro- 
tundity, and the Copernican astronomy utterly broke up the mediaeval 
view of the universe, the science of astrology, and the astronomical 
ethics depending on both, and thus freed men from a whole load of 
ignorance and superstition in matters physical and moral. At the same 
time the Reformation among the Germanic nations freed northern 
Europe from papal authority, and introduced the principle of free 
inquiry (without, indeed, recognizing its full import), while the 
Pagan Renaissance among the Latin peoples went far to free the south 
from that nature-distorting asceticism to which much of the church’s 
authority was due, and to make the perfection of human nature, 
instead of the glory of God, the end of human activity. Under the 
influence of both these movements education of a human sort spread 
rapidly, art revived, and the human mind advanced toward autonomy. 

The seventeenth century is, unlike the sixteenth, which had been 
largely a period of destruction in matters spiritual, a period of recon- 
struction. Now, not only are the old sciences and philosophies put 
aside, but new sciences and new philosophies spring up to take their 
place. And, strange to say, these new sciences and philosophies are 
all animated by a common spirit utterly different from that of the 
Middle Age. Just at the time when the earth, man’s al)0(lc, ceased 
to be regarded as the centre of the physical universe, man himself 
came to be regarded as the centre of the spiritual universe. It is this 
fact that makes the modern world, as distinguished from the ancient 
and mediaeval. Though the meaning of this fact has been but slowly 
coming to consciousness, it is now obvious enough to anyone who cares 
to think. It is this: whereas in the older world all truth was tried by 
an external authority, supposed to be revealed, and human reason was 
relegated to a thrall’s place; in the modern world, human reason is 
elevated to the first place, and all authority, even the existence of God 
himself, has come before its tribunal, and accepts its verdict. Thus 
truth is no longer dependent upon authority but authority upon truth. 

This great change is due mainly to two men— the English Prot- 
estant Locke and the French Catholic Descartes; but we find it in 
earlier writers, in Hooker and Hobbes, for example. Both these 
latter writers place the origin and, therefore, the authority of human 
society in a social contract, and not in divine appointment, and are 
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exportation of corn and other raw produce. The result would be 
better prices to the cultivator, better capacity on his part to do justice 
to his lands, and consequent increase of cultivation, followed by an 
increased population which again would extend consumption and 
keep up the market for the produce. Most of the trade of the king- 
dom, as it now is, does not really increase the wealth of the nation; 
(as Locke says) it means no more than money changing hands in a 
game or a lottery; it does not add to the stakes. 

Money is a form of wealth which acts as an intermediary between 
the sellers and the buyers, but its fum tion is to be the means of 
exchanging other forms of wealth. It adds nothing to the “real 
wealth’’ of the country, in the sense of leaving the total greater than 
it found it; and it is a mistake to suppose that an accumulation of 
money is the waiy to make a nation really rich. This was a view 
directly opposed to the Mercantile dheory, to which theory the 
Physiocrats may be considered as dealing the death blow. 

But it was not only money which was sterile, in the view of those 
Economists. Quesnay represents soi iety as divided (eu)nomically) 
into three great classes -the cultivators, who alone are productive; 
the proprietors (iiu hiding the State) who draw from the first class what 
they spend on the third or industrial class; and the last, who arc 
called emphatically the Sterile or unproductive (lass. Their mate- 
rials all come from the tirst class, and their outlay of labour and capital 
does not bring to the nation in material goods more than an ecjuivalcnt. 
If we depended on them and had no agricultural surjilus, but just 
enough to feed our own people, the wealth of the country could not 
grow. Growing national wealth must mean growing produce of 
agriculture. Agriculture alone yields a net produce or clear gain 
after reimbursement of expenses; and the agriculturist is not the 
labourer, but his employer. Physiocracy, therefore, as an eco- 
nomical theory is a glorification not of the labourer but of the capital- 
ist, though only in one field of action. 

It is hardly necessary to say tliat the term “natural order” is meant 
to emphasize the contrast between it and the artificial social order 
voluntarily created upon the basis of a social contract. But a purely 
negative definition is open to many different interpretations. 

* Adapted by permission from Charles Gide and Charles Rist, A History of 
Economic Doctrines, pp. 5-12, 45. (Authorized translation, D. C. Heath & Co., 

1913-) 
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In the first place, this “natural order” may be conceived as a 
state of nature in opposition to a civilised state regarded as an arti- 
ficial creation. As an interpretation of the Physiocratic position, 
however, it must be unhesitatingly rejected, for no one bore less 
resemblance to a savage than a Physiocrat. They all of them lived 
highly respectable lives as magistrates, intendents, priests, and royal 
physicians, and were completely captivated by ideas of orderliness, 
authority, sovereignty, and property — none of them conceptions 
compatible with a savage state. “Property, security, and liberty 
constitutes the whole of the social order.” 

In the second place, the term “natural order” might be taken to 
mean that human societies are subject to natural laws such as govern 
the physical world or exercise sway over animal or organic life. From 
this standpoint the Physiocrats must be regarded as the forerunners 
of the organic sociologists. Such interpretation seems highly 
probaljle, because Dr. Quesnay, through his study of “animal econ- 
omy” (the title of one of his works) and the circulation of the blood, 
was already familiar with these ideas. Even this idea seems to us 
insufiicient. They neither believed that the “ natural order ” imposed 
itself like gravitation, nor imagined that it could ever be realized in 
human society as it is in the hive or the ant-hill. They saw that the 
latter were well-ordered communities, while human society at its 
present stage is disordered, because man is free, whereas the animal 
is not. 

What are we to make of the “ natural order ” then ? The “ natural 
order,” so the Physiocrats maintained, is the order which God has 
ordained for the happiness of mankind. It is the providential order. 
To understand it is our first duty, to bring our lives into conformity 
with it is our next. 

The “natural order” was that order which seemed obviously the 
best, not to any individual whomsoever, but to rational, cultured, 
liberal-minded men like the Physiocrats. It was not the product of 
the observation of external facts; it was the revelation of a principle 
within. And this is one reason why tlie Physiocrats showed such 
respect for property and authority. It seemed to them that these 
formed the very basis of the “natural order.” 

It was just because the “natural order” was “supernatural,” and 
so raised above the contingencies of everyday life, that it seemed to 
them to be endowed with all the grandeur of the geometrical order 
with its double attributes of universality and immutability. It 
remained the same for all times, and for all men. Its fiat was “ unique. 
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eternal, invariable, and universal/’ Divine in its origin, it was 
universal in its scope, and its praises were sung in litanies tliat might 
rival the Ave Maria. 

Knowledge of the ‘‘natural order” was not suOicient. Daily 
life must also conform to the knowledge. Nothing could be easier 
than this, for “if the order really were the most advantageous” every 
man could be trusted to find out for himself the best way of attaining 
it without coercion of any kinrl. It is of the very cssense of that order 
that the particular interest of the individual can never be separated 
from the common interest of all, but this happens only under a free 
system. 

A brief resume of the contributions made to economic science by 
the Physiocrats will help us to realize their great importance. 

From the theoretical point of view we have: 

1. The idea that every social phenomenon is subject to law, and 
that the object of scientific study is to di^(o\cr such laws. 

2. The idea that personal interest, if left to itself, will dis(ovcr 
what is most advantageous for it, and that what is best fur the indi- 
vidual is also best for everybody. Put this liberal doctrine had 
many advocates before the Physiocrats. 

3. The conception of free competition, resulting in the establish- 
ment of the bon prix, which is the most advantageous price for both 
parties, and implies the extinction of all usurious profit. 

4. An imperfect but yet searching anal) sis of production, and of 
the various divisions of capital. An excellent classification of incomes 
and of the laws of their distribution. 

5. A collection of arguments which have long since become classic 
in favour of landed property. 

From a practical point of view we have: 

1. The freedom of labour. 

2. Free trade within a country, and an impassionate appeal for 
the freedom of foreign trade. 

3. Limitation of the functions of the State. 

4. A first-class demonstration of the superiority of direct taxation 
over indirect. 

394 . THE NATURAL RIGHTS THEORY* 

Arguments on behalf of the natural rights theory fall naturally 
into two great divisions according to the line of attack adopted. It is 

'Taken by permission from W. S. McKechnie, Th^ SkU^ and the Individual, 
pp. 221-38. (James MacLehose & Sons, 1896.) * 

34 
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maintained, on the one hand, that there are certain spheres marked oil 
by nature or justice into which government has absolutely no right 
to intrude. Sucli interference is objected to on the ground that it 
would violate certain abstract principles or natural rights which are 
so sacred and absolute that no State has a justifiable warrant to 
infringe them. On the other hand, it is urged alternatively that, 
whether or not the government can justify such powers on a specu- 
lative basis, it is always mexpedient for it to employ them. It always 
does harm where it seeks to do good, by extending its functions 
beyond tlieir normal limits. The problem, then, is to define the 
proper sphere of activity beyond which it is inexpedient and wrong 
for government to step. Many of its votaries adopt both lines of 
argument; but, though these may be consistently held by one man, 
they are essentially different. The essence of the argument from 
natural rights lies in the supposed existence of some abstract prin- 
ciple of justice, of some abstract rights, which are outside of and 
greater than the State. Certain hard-and-fast barriers are con- 
structed in imagination, and it is said that the State cannot, without 
doing violence to itself and to its duties, climb over these. It is not 
merely tliat it is inexpedient for the State to allow its officials to inter- 
fere in this or that direction. Something more tlian mere good policy 
is at stake. Eternal principles, absolute and fund'imental rights, 
arc assailed if the government dare to go beyond its ap{)ointed sphere. 
“The violation of the rights of a single individual,” it has been 
forcibly said, “ is an act of treason is an act of war against humanity.” 

Are tliere any absolute prim iples or rights which the government, 
acting under the proper authority Irom the State, cannot invade? 
Are there any rights inherent in any persons or groups of persons 
within the State which may be called absolute? Is tliere any Ihnit 
at all to the right of the State to do anytliing whatsoever, if that 
course is advisable for the w^elfarc of itself as an organic unity com- 
prising all of its members as component parts? The answer here 
given is equally simple. There is no such absolute, indefeasible, 
inviolable right which can justly defy the State acting for the common 
good. 

No theory, however, is harder to kill outright. The doctrine of 
natural rights tends to reappear in a new phase, immediately it has 
been rebutted in its old one. A few of its best-known forms must be 
briefly enumerated. Absolute claims to exemption from the control 
of government have been set up on behalf of (i) rights of individual 
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liberty; (2) rights of conscience; (3) contractual and proprietary 
rights; (4) rights of the church, the family, and the voluntary asso- 
ciation.; (5) rights of subject nationalities; and (6) “tlie rights of 
man,” considered generally. 

What is this theory of tlie Rights of Man which has played so 
distinguished a role in English, Erench, and American national 
progress? It naturally assumed various forms, according to the 
times and places of its aj)pcarance; but its essential feature is every- 
where the same. Man as man has certain rights which no State or 
government dare attack. Every man, be(<uise of his own separate 
individuality, had these rights. 

Catalogues of these naturally vary, but they usually include free- 
dom of tliought, speech, and action; rights of public meeting, of 
combination, and of freedom of the j)ress, and so on. All of them are 
excellent things in tlieir proper places. Nor is there the least objec- 
tion to calling them “natural rights” if any good purpose is thereby 
served, though it is incumbent on those using the term to ex])lain 
exactly what they mean. Danger arises only when they arc spoken 
of as “absolute” rights. 

395. SOME NATURAL RIGHTS DOCUMENTS 

THE AMERICAN DECLARATION OF INDEPENDENCE 

When in the course of human events, it becomes necessary for 
one people to dissolve the political bands whicli liave connected them 
with another, and to assume anjong the powers of the earth, the 
separate and equal station to which the law.s of Nature and of Nature’s 
God entitles Uiem, a decent respect to the opinions of mankind 
requires that they should declare the causes which impel them to the 
separation. 

We hold tliese truths to be self-evident, that all men are created 
equal, that they are endowed by their Creator with certain inalien- 
able Rights, that among these are Life, Liberty, and the pursuit of 
Happiness. That, to secure tliese rights. Governments are instituted 
among Men, deriving their just powers from the consent of the 
governed. That, whenever any Form of Government becomes 
destructive of these ends, it is the Right of the People to alter or to 
abolish it, and to institute new Government, laying its foundations 
on such principles and organizing its powers in such form, as shall 
seem to them most likely to effect their safety and happiness 
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THE PREAMBLE OF THE CONSTITUTION OF THE UNITED STATES 

We, the people of the United States, in order to form a more 
perfect union, establish justice, insure domestic tranquillity, provide 
for the common defense, promote the general welfare, and secure the 
blessings of liberty to ourselves and our posterity, do ordain and 
establish this Constitution for the United States of America 

THE VIRGINIA BILL OF RIGHTS, JUNE 12, 1 776 

A Declaration of Rights made by tlie Representatives of the good 
people of Virginia, assembled in full and free Convention; which 
rights do pertain to tliem, and their posterity, as the basis and founda- 
tion of government. 

I. That all men are by nature e(|ually free and independent, 
and have certain inherent rights, of whicli, when they enter into a 
state of society, they cannot, by any compact, de])rive or divest their 
posterity; namely, tlie enjoyment of life and liberty, with the means 
of acquiring and possessing property and pursuing and obtaining 
happiness and safety 

THE DECLARATION OF THE RIGHTS OF MAN AND OF CITIZENS, ISSUED 
BY THE NATIONAL ASSEMBLY OF FINANCE IN 1 789 

The representatives of the people of Trance, formed into a Na- 
tional Assembly, considering that ignorance, neglect, or contempt of 
human rights are the sole causes of public misfortunes and cor- 
ruptions of government, have resolved to set forth, in a solemn 
declaration, tliose natural, impresc ri[)tiblc and inalienaldc rights 
(and do) recognize and declare, in the presence of the Sirpieme Being, 
and with the hoj)e of llis blessing and favor, the folIo^ving satred 
rights, of men and of citizens; 

I . Men are born and always continue free and equal in respect 
to their rights. Civil distinctions tlierefore can only be founded on 
public utility. 

II. The end of all political associations is tlie preservation of the 

natural and imprescriptible rights of man, and these rights are 
liberty, property, security, and resistance of oppression 

396. THE TRANSITION TO LAISSEZ-FAIRE IN ENGLAND' 

Both in England and in America we have passed through a cycle 
of politico-legal thought. In England, formerly, practically all 

‘ Taken by permission from A. A, Bruce, Laissez-faire and the Supreme Court 
of the United States,” Greenbag, XX (igoSj, 553-54. 
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combinations and almost all of the modern forms of commercial 
organization were unlawful. The business of the middle man was 
unlawful, the business of the modern wholesale grocer was unlawful. 
It was a criminal otTcnse to buy food or vii tuals which were on their 
way to the market for tlie purpose of reselling them, or to buy, for 
purpose of resale, large quantitites of food at any time This, how- 
ever, was l)cfore tlic days of the rise of capitalism It was at a time 
when the laws of Mngland were in the hai^ls of the gimtry, the land- 
holding, or military classes. It was for the interest of these to op[)osc 
combination in ever)' form. 'Tlii'y were jealous of the growing j)owcr 
of the business man. It was for their interest to make, as they diil 
make, both the trade combination and the Libor combination, or 
union, criminal conspirai ies. But at the beginning of the last century 
a change came. 'Lhe war with L'laiue had been fought and won, 
the llcets of both the Fremh and tlu^ DutJi had been practically 
swept from the seas; the foreign markets whidi oik c belonged to the 
French and the l)ut( h, now' lielonged to Fngland; the cotton gin 
had been invented, steam had been utilized; the mines had been 
uncovered, all that was neics^.iry for Icngland w'as to manufacture, 
and the markets of the w’orh' w'ere open to Iut. At the same time 
the suFrage had been largclc extended and tin; business man had come 
into politual power, and, above all, (.ipital had betome diFused 
through the establishment of banks, and the a( cumulated resources 
of the country m.idc ca]),ible of utih/adon. d'here was immediately 
a clamor on all sides for the overthrow of the restrictions of the past. 
In order to compete in the markets of the w'orld and to take advan- 
tage of the opportunities for wumUIi wTich the foreign trade afforded, 
ships had to be built and chartered, trading posts established, and 
factories built, and <ombinations of capital w'erc found absolutely 
neeessaiy. It was no longer for the interests of the employer that 
the rates of wxigcs should be regulated by law, nor that the laborer 
should be tied to the land. The manufacturer wanted the o])portu- 
nity to oFcr extra wages, because at times he wished to wmrk his fac- 
tories night and clay, so that he might get his goods rapidly upon the 
market. lie did not want any restrictions on the hours of labor. 
In the past law' and custcun had so ojieratcd that no one could become 
a master mechanic or manufacturer who did not belong to one of the 
powerful trade guilds and who had not served an apprenticeship. 
In this new age of capitalism and of democracy — for it was both a 
capitalistic and a democratic •uprising— men wished to become 



1034 


INDUSTRIAL SOCIETY 


employers, business men, and manufacturers, on the strength of their 
brains and their capital alone. The consequence was that the 
restrictive laws of the past were repealed. The old hide-bound 
judicial decisions were reversed. The labor union and, to a large 
extent, the combination of capital were legitimatized. “The lid 
was taken off.” It was lawful to pursue to almost any length the 
war of competition. It was at this time that the industries in America 
began to really take their form; that our great commercial develop- 
ment began. For years, both in England and in America, we have 
gone on in this same unchecked way; we have preached everywhere 
the doctrine of laisscz faircy laissez passer. For years the man who 
would have advocated any checking, any governmental interference, 
would have been and was branded as a dangerous character. 

397. THE S'J RONGIIOLD OF LAISSKZ-FAIRE IN THE 
UNITED S'rATi:S> 

The colonists were as a rule without fortune, ancestry, or social 
or political standing. They had come from countries where tlie 
opportunities of the poor man were but few, and where individual 
initiative among the lower classes was everywhere restricted by an 
arbitrary government for purposes of its own, and for the benefit of 
its own members. T'hey were familiar with the regulation of wages 
by statute, or by police magistrates who themselves belonged to the 
employing classes. They were familiar with the monopolies granted 
by the crown, of almost all of the necessities of life. They were 
familiar with the mercantile restrictions which sought to crush out 
the commerce of Scotland and Ireland and of the American colonics, 
in order that the merchant princes and wealthy trade guilds of London 
might become the wealthier. They were familiar with the English 
criminal code which, in its ruthless desire to protect the vested inter- 
ests and the owners of jiroperty, made one hundred and sixty offenses 
punishable by death. They lived in a time when in England a man 
could be hung for shooting a hare or stealing a sheep or for begging 
on the streets, but when human life was so cheapened that it was con- 
sidered perfectly legitimate to drive little children of seven or eight 
years of age from their beds to work for sixteen hours a day in the 
factories and in the mines, and to harness almost naked women to the 
ore-trucks in the coal pits, their immediate desire could only have 

* Adapted by permission from A. A. Bruce, '^Laissez-faire and the Supreme 
Court of the United Statej?,*' Greenbag, XX (1908), 546-50. 
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been that the restrictions of tlie past should be removed. It is not 
surprising that they should have Lecome in(iividualists, and more and 
more firmly imliued with the lais^rz-faire idea, with the desire to run 
their own businesses as they saw fit, witii the g()s])cl of an absolute 
freedom of contract, and with the theory that the central government 
should be a policeman merely, and should only interfere for the pro- 
tection of property and life. 

In America the laiurz-faire idea has been much more deeply 
rooted than in hngland, and it is natural that it should have been. 
The large amount of public land gave an opiiortunity to the waage 
earner, wliuh was not to be found in Isngland or in France, and the 
era of the factory and of the large manufacturing centers was further 
in the distance. The agricultural j)oi>ulation wais much greater and, 
until recently, almost an\one could be a landed pioprietor. There 
was to be found, especially among the punt. ins of New Kngland, 
a militant individualism, for it is to be noted that the teachings of 
Calvin were almost as much soc itd and politic al as they were religious 
and in them the right of self go\ ernmemt, and the frec'dom of the 
church and of the locality from governmental mtei ference, was every- 
where cmiihasi/ed. 'I'he birtl. throc's of the nenv country were a pro- 
test against navigation acts, scare lies and seizures and governmental 
’•estraints of all kinds. So, too, c lass lines have never been so closely 
(]; iwn here as in Furope, and the business classes have been con- 
stantly recruited from the laboring and the agricultural. Added to 
this w'as the individualism of the frontier, which everywhere chafes 
at control and at the restraints which collectivism thrusts upon it. 

The belief that everyone has an ecpial chance in America has 
become deeply rooted in the mind.^ of our successful upper classes, 
and ha^ been rellectcd everywhere in the opinions of our courts, 
whose judges, if not coming from the u[)per c lasses, have themselves 
succeeded and passed their social livx*s with those who have. This 
individualism was from an early time cs[)e< ially noticeable in the 
South, where social structure and economic development seemed to 
make a protective policy unwise and unnecessary. Its leaders were 
at first drawn from the large landed prcjprietors whose ancestors were 
the English cavaliers and country gentry, and who had but little in 
common with the masses of the people. So, too, even the lower 
classes of whites, who may be said to have won the West for the 
American union, were in a large measure comiioscd of, and in thought 
and action followed the leadership of, the Scotch-Irish pioneers who, 
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bringing with them the individualism of Knox and of Calvin, with 
all of its impatience at governmental control, pushed into the wilder- 
ness, and, without aid, except that derived from their own axes and 
their own rifles, cleared and settled the land and admitted their own 
associates. Far away from central government and control they 
established their own social customs, framed their own governments, 
provided for their own defense, and fought for the homes and the 
social institutions which they themselves had created. Just as to 
the old Anglo-Saxon chief the King was a mere war-lord, raised to his 
position solely for military purposes, and with no conceded rights of 
social or political interference, so too, by the average western 
settlers, central government was looked upon largely as a war device 
or, at best, as a means to preserve the freedom of commerce, and not 
as something which should interfere with social and industrial customs 
or the freedom of industrial contracts. These earlier times, it is true, 
had in them none of the factory development of today, but even after 
that began and great masses of people became crowded into the indus- 
trial centers, removed from the land, subject to the demands of their 
employers and their labor the subject of barter and trade and regu- 
lated by the law of supply and demand, the great majority of the 
voters still belonged to the farming classes whose ownership of land 
and employment of labor cultivated in them too a deep-rooted, if not 
militant, individualism. But chief of all the causes of American indi- 
vidualism has been the fact that for so many years opportunities for 
growth and advancement have everywhere been so plentiful that it 
has been hard for any of those who have themselves prospered to 
believe that governmental interference is necessary to protect any- 
one, or that there is not in all matters a perfect equality of opportu- 
nity and of contractual ability. 

398. THE CLASSICAL STATEMENT OF THE FUNCTIONS OF 
GOVERNMENT 

All systems either of preference or of restraint being thus com- 
pletely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does 
not violate the laws of justice, is left perfectly free to pursue his own 
interest his own way, and to bring both his industry and capital into 
competition with those of any other man, or order of men. The 
sovereign is completely discharged from a duty, in the attempting to 

^ From Adam Smith , Wealth of NationSj Book IV, chap. ix. 
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perform which he must always be exposed to innumerable delusions, 
and for the proper performance of which no human wisdom or knowl- 
edge could ever be sufBcient; the duty of superintending the industr}' 
of private people, and of directing it towards the employments most 
suitable to the interest of the society. According to the system of 
natural liberty, the sovereign has only three duties to attend to; three 
duties of great importance indeed, but plain and intelligible to 
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from the violence and invasion of other iiide[)endent societies; second, 
the duty of protecting, as far as possible, every member of the society 
from the injustice or oppression of every other member of it, or the 
duty of establishing an exact administration of justice; and, third, 
the duty of erecting and maintaining certain public works and certain 
public institutions, which it can never be for the interest of any indi- 
vidual or small number of individuals to erect and maintain; because 
the profit could never repay the exjiense to any individual or small 
number of individuals, though it may frequently do much more than 
repay it to a great society. 

399. RP:AS 0 NS for INCREASINO INd’ERVlbNTION 
A‘ 

As the new industrial system develo[)ed, it was found to produce 
evils which individual action could not remedy, d'hesc evils led to 
legislation for workers in factories as early as the year 1802. 'Fhe 
wage-earning class, which has gradually acquired the largest share 
of political power, has always felt that its strength lies in combined 
action— not in individual enterprise— and has usually favoured the 
principle of state regulation. At the same time, philosophical reflec- 
tion has taken new forms. The belief in the beneficence of nature 
has given place to the doctrine of the struggle for existence. This 
doctrine is incompatible with the notion that the general interest is 
best secured by everybody’s endeavor to promote his own interest. 
Thus philosophers have become more willing to accept the deliberate 
regulation of industry by an authority which, at all events, professes 
to represent the whole community. The reaction toward mediaeval 
ideas, expressed in the High Church movement and in the writings of 
Carlyle and Ruskin, had also contributed to lessen the value formerly 

I Taken by permission from F. C. Montague, “Government Regulation of 
Industry in the Xinclecnth Century,” in Palgrave’s Dictionary of Political Econ- 
omy, II, 242-43. (Macmillan & Co., Ltd., 1910.) 
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bringing with them the individualism of Knox and of Calvin, with 
all of its impatience at governmental control, pushed into the wilder- 
ness, and, without aid, except that derived from their own axes and 
their own rifles, cleared and settled the land and admitted their own 
associates. Far away from central government and control they 
established their own social customs, framed their own governments, 
provided for their own defense, and fought for the homes and the 
social institutions which they themselves had created. Just as to 
the old Anglo-Saxon chief the King was a mere war-lord, raised to his 
position solely for military purposes, and with no conceded rights of 
social or political interference, so too, by the average western 
settlers, central government was looked upon largely as a war device 
or, at best, as a means to preserve the freedom of commerce, and not 
as something which should interfere with social and industrial customs 
or the freedom of industrial contracts. These earlier times, it is true, 
had in them none of the factory development of today, but even after 
that began and great masses of people became crowded into the indus- 
trial centers, removed from the land, subject to the demands of their 
employers and their labor the subject of barter and trade and regu- 
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believe that governmental interference is necessary to protect any- 
one, or that there is not in all matters a perfect equality of opportu- 
nity and of contractual ability. 

398. THE CLASSICAL STATEMENT OF THE FUNCTIONS OF 
GOVERNMENT 

All systems either of preference or of restraint being thus com- 
pletely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does 
not violate the laws of justice, is left perfectly free to pursue his own 
interest his own way, and to bring both his industry and capital into 
competition with those of any other man, or order of men. The 
sovereign is completely discharged from a duty, in the attempting to 

^ From Adam Smith , Wealth of NationSj Book IV, chap. ix. 
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distrust; he has found that efficiency is possible, and he has vome to 
assume honesty and intcf^rity almost as a matter of course. 

Here we touch a still deeper cause which must l^ie brought iQto the 
account. The period which we have reviewed has witnesses! a pro- 
gressive deepening of humanitarian feeling and of the sense ot collec- 
tive responsibility. The public mind will no longer ac(]uiescc in the 
sweater’s den any more than it would acquiesce in this country sLxty 
years ago in negro slavery. On all sides men are agreed that p“obIems 
of poverty, problems of edination, problems of ph)sieal, mental, and 
moral efficiency are matters not merely of individual and private 
but equally of puldic and governmental concern, d'hey do not deny 
the duty or depreciate the responsibility of the indi\idual for iiirnself 
or of the parent for his family, hut they superimpose upon thesr a duty 
of the citizen to the state and a responsibility of the state for the 
individual. 

O 

When the theory of evolution began to take its place as an impor- 
tant factor in philosophii al thought, it furnished the individualists 
with a new line of aigument. If the struggle for existence has been 
the basis of all piogiess, they said, through the resultant survival of 
the fittest, then any interference with the natunil condilion.<i of that 
struggle mr.ins an inteifereiue with the beneficent result If the 
■irvival of the litti^'^t has brought us safely from the amoeba to the 
human being, why not trust it to take us the rest of this journey that 
we call progress? The shift from the rather vague and mystical 
‘'natural order” basis to this apparently scientific standing ground 
did not, however, serve their purpose well. The natural order was 
one “endowed with all the grandeur of tht‘ geomelriial ordei with its 
double attributes of unixemahtx and immutability. It remained the 
same for all times and for all men.” One (ould do nothing but seek 
humbly to understand it and to live according to its laws. Now, an 
attempt to substitute for this firm foundation the shifting sand of 
evolution had certain inevitable reactions in thinking minds. They 
saw that as soon as the idea of immutability of standards gives place 
to the idea of relativity the way has been opened for a vastly greater 
possibility of change brought about by conscious human effort. 
The words “survival of the fittest” cease to be the magic formula of 
a scientific natural order. Fittest to survive means just this and 
nothing more, that those survive who are able to survive, i.e., able 

‘ Prepared by L. M. Powell * 
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^ From Adam Smith , Wealth of NationSj Book IV, chap. ix. 
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to them. There are five classes of such interference, all of which, 
except the last, are rapidly becoming universal: (a) legislation to 
safeguard health, through the so-called factory laws, applicable to 
men, women, and children alike; {b) legislation to insure safety 
through employers’ lial)ility laws; (c) legislation fixing maximum 
hours of work, as in the case of the eight-hour law for miners and 
public employees; (d) compulsory insurance against illness, old age, 
or lack of emiiloyment, and, fmallv, (c) legislation fixing minimum 
wages, as in Australia and New Ze.dand. 

3. In former times the striking cxam|)lc of interfereiKc by govern- 
ment in case of in\ estment was in behalf of the borrower, d'he usury 
laws, designed to protect the unfortunate debtor, have, as we know, 
been rendered almost completely unnciessarv through the growth of 
competition in the loan of capital. 'This same development has, 
however, brought about the need of intervention of the opposite kind. 
Today, it is the lender or investor in corporate enterprise, and not the 
borrower, who requires protection. Here, again, there are dangers 
on both sides, the risk of over -rigidity which will hamper legitimate 
enterprise, and the danger of lax accountability which will destroy 
confidente. That, howe\er, some solid measure of regulation is 
requisite can no longer be successful!) disputed. 

4. We come, fiirilly, to the case of government interference in 
behalf of the general interest of the community, d'his takes the form 
of protection and also of bounties and subsidies. 

The danger of such intervention is that particular interests may 
foist themselves upon the legislator in the guise of general interests. 
Bounties may be classified as (a) militar\' bounties, (b) foiest bounties, 
(e) agricultural and industrial bounties, and (d) land transport and 
shipping subsidies. 


See also 235. Labor Legislation in One State. 

305 -8 on Certain Phases of Trust Legislation. 
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401. THE RAIN OF LAW 
A* 

The day of universal law has arrived. It seems to be a lap or 
two ahead of time. It is not just the kind of law that is written upon 
the hearts of men or upon the doorposts of their houses, and it is very 
difficult to teach it to our children, or to meditate upon it day or 
night. There isn’t time. It is printed on a rapid-fire printing-press 
and bound in unabridged sheep or blue-sky boards. The kindly 
earth does not slumber in its lap — it fairly wallows in the litter of it. 
The law-abiding and the law-evading citizens lie down together in 
the confusion of it. He who reads must run if he would escape the 
deluge of it, and he who runs must read if he would keep up with the 
changing phases of it. 

In Massachusetts, which leads the world in the volume and plas- 
ticity of its statutory output, President If Hot’s five-foot shelf will not 
begin to hold the volumes a man must read if he would know what he 
is bidden and what he is forbidden; and a new volume will be placed 
in his hands ere he can scan the current one. All the states need to 
conserve their natural resources to provide the paper and drive the 
presses of their legislative mills; and, lest in their impotence they 
should fail to do full justice to the situation. Congress comes to their 
aid with ponderous volumes of its own. By yielding its claim to be 
a deliberative body the National House finds time to hear called off 
the captions of bills as they pass from its committees to enactment 
through the pneumatic tube of the government printing-office. 

But the unofficial, the uninitiated, the plebeian citizen must 
beware. It will not do for him to govern himself merely by sound 
principles of conduct, or even by a fair familiarity with the general 
law of the land. A neighbor in securing a legislative proviso expressly 
to authorize a transaction that some random critic has challenged, 
may, by his very proviso, have read into the law an implied prohi- 
bition of all practices not thus explicitly provided for. One who, in 
all innocence, pursues the even tenor of his once legalized way, may 
awake any morning to find himself a law-breaker, not by enactment, 
but by mference from some enactment which was procured for his 
neighbor s benefit. 

It is a physical impossibihty for the legislators, as a body, to 
scrutini/A; with any care such a mass of bills as every legislature enacts 

* Avupied by permission from W. D. Parkinson, “The Rain of Law," Atlafitic 
Monthly, eXTV (1914), io7»9 
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at every session. Equally is it impracticable for the public-spirited 
citizen to attend the hearing and })rotcst a fraction of the foolish and 
dangerous bills that, if enaUod, would alTcct intcrcf^ts with which he 
is especially conversant. Not only is the responsible citizen thus at 
the mercy of the irresponsible and self-constituted law-maker, but 
the tendency of those pulilic-spiritcd organizations which, like the 
prophets of old, are often more rei)resenla(ivo of the State in its 
better nature than are its duly constituted olhcial bodies, is to frame 
legislation in specific instead of general terms and thus to make the 
laws both more numerous and more complex. 

B‘ 

During the last two years the Legislature of New York passed 
1,520 laws, or 760 at each session. l\‘nns\ Ivania {)assed 504 at the 
last session, and so on through the list of states. The fifty-seventh 
and fifty-eiglith Congresses passed 6,700 laws. It is true that 
a majority of tliese ueie ])ri\ate laws gianting pensions to those who, 
under general laws, would not be entitled to lei eivc them. It would 
be a conservative estimate to assert that Congress and the Legisla- 
tures of 45 States turn out on annual gri.t of 14,000 laws. Add to 
this the fact that the appellate tribunals alone, Slate and Federal, 
am uttering about 20,000 dec isions annually, a large proportion being 
devoted to an inter{)retation of leges saipUie, and it would seem that 
the American t)cople are cither exceptionally unruly or that the 
maxim ‘‘the best government is that which governs least” has been 
wantonly ignored by our rulers. 

Compare this record with that of Great Britain. Parliament, 
legislating for 42,000,000 people, j)'i^sed on an average - taken from 
the figures for the six years jirior to i()05 — 46 general laws, and 246 
local laws, annually. While the United Kingdom is adding a thin 
pamphlet to her statute book. New York is adding two massive 
volumes, which with the contributions from the other states, consti- 
tutes a library of at least 46 volumes. While the affairs of the British 
public are well regulated by 292 yearly enactments, it requires 14,000 
to regulate our own. 

What is there in the character and aspirations of the two peoples 
which makes it necessary that we should enact 47 laws each year 
where they enact but one ? 

* Adapted by permission from A. C^Coxe, “Overproduction of Law,” Columbia 
Law Review, VI (1906), 103-5. 
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402. DEFENSE OF LAISSEZ-FAIRF? 

Free competition develops in the individual the highest possi- 
bilities, sharpens and strengthens his powers of initiative, and increases 
his sense of self-reliance, while overgovernment not only hampers 
enterprise and interferes with the natural development of trade, but 
it strikes at the development of character, tends to crush out indi- 
viduality and originality by interfering with the natural struggle 
between individuals, and leads to a general lowering of the social 
level. d1ie highest civilization, say the laissez-faire advocates, has 
l)ecn developed under individualism, a system which has produced 
more material and educational progress than could ever have been 
produced under paternalism. Spencer dwells upon the fact that in 
an overgo verned state “everybody is like everybody else.” “A 
people among whom there is no habit of spontaneous action for a col- 
lective interest,” said Mill, “who look habitually to their government 
to command and prompt them in matters of joint concern, who expect 
to have everything done for them except what can be made an affair 
of mere habit and routine— have their faculties only half developed; 
I heir education is defective in one of its most important branches.” 

The laissez-faire principle, say its advocates, rests also upon 
sound considerations of a scientific character. It is in harmony with 
the principle of evolution, since it is the only system that will lead 
to the survival of the fittest in the economic struggle. It assumes 
that self-interest is a universal principle in human nature, that each 
individual is a better judge of what his own interests are than any 
government can possibly be, and that if left alone he will follow them. 
It holds that each individual should be allowed to stand alone or 
fall, according to his worth, unaided by the props and supports of the 
state, and should be left to work out his own destiny without the 
guidance and tutelage of government. The strong and fit classes 
survive, the unfit elements are eliminated, and thus the good of 
society is promoted. 

Again, and this is most important in the arguments of the laissez- 
faire theorists, the policy of non-interference rests upon sound eco- 
nomic principles. Better economic results, it is asserted, are obtained 
for society by leaving the conduct of industry as far as possible to 
private enterprise. Adam Smith in his Wealth of Nations pointed 
out that the system of natural liberty tends toward the largest pro- 

' Adapted by permission from J. W. Girner, Introduction to Political Science, 
pp. 283-88. (American Bcil)k Co., 1910. Author’s copyright.) 
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duction of wealth. The self-interest of the consumer will lead to the 
demand for tlie things that are mo-.t u-cful to society, while the self- 
interest of the producer will lead to their product ion»at the least cost. 
In the economic struggle the in(li\ idual is animated mainly hy motives 
of self-interest. If, therefore, he is allowed to use his capital as he 
pleases, to dispose of his labor to the best achantage, to exchange the 
products of his toil freely, and to have prices fixed by the naliiral laws 
of supply and demand, better results, not only to himself, but to the 
whole society will be secured. Unrestricted comjietition stimulates 
economic production, tends to kc'cp wages and prices at a normal 
level, to prevent usurious rates of inteiest, to secure c-ffu lent service 
and the production of bc'ttcr prodiu ts than (<ni bo obtained by state 
regulation or slate management. 

The experience of the j)ast, say the laissez-faire advocates, 
abundantly establishes the wisdom of the non-inteifeience piiiu iple. 
History is full of c.xam[)les of attem{)ts to fix by fiat of the state the 
prices of food and clothing and of many oth.er c ommoditif's; of law's 
regulating the waiges of labor, prohibiting the wcxiring of certain 
kinds of apparel and re(|uiring the wearing of lertain r)ther kinds, for- 
bidding certain kinds of maUunery in m.inuf.K turing j)roc esses, 
restricting the manufacture of certain aitiiles to apprentices, pre- 
scribing the location of factories; laws aiding and encouraging ( ertain 
imlustries by means of bounties and discouiaging cert.iin others by 
means of prohibitive taxes; laws prc'hiliiting combinations among 
laboring men, fixing the hours cd labor, rc'^tricting certain trades 
exclusively to members of guilcK, and e\en laws preo filling the cut 
of one’s dress, the number of meals whic h one should eat, the size of 
buttonholes, the length of shoes, the making of pins, and the kind of 
material in which the dead should be buried. Speaking of those 
who were responsible for this sort of legislation, Buckle obserxed that 
‘They went blundering along in the old track, believing that no com- 
merce could flourish without their interference, hampering that com- 
merce by repeated and harrassing regulations, and taking for granted 
that it was the duty of every government to benefit the trade from its 
own people by injuring the trade of others.” The extent to wdiich 
the gox^erning classes have interfered and the mischief which that 
interference has produced are so remarkable, he concludes, as to 
make thoughtful men w'onder how ci\ ilization could have advanced 
in the face of such repeated obstacles. 

Finally, the laissez-faire theorists argue thatjt is a false assumption 
which attributes omniscience and infallibility to the state and which* 
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regards it as better fitted to judge of the needs of the individual and 
to provide for them than he is himself. There is, they assert, a com- 
mon belief that .governments are capable of doing anything and 
everything, and of doing it more efiiciently than it can be done by 
private initiative, when, in reality, experience and reason show the 
contrary to be the fact. 

403. CRITICISMS OF LAISSRZ FAIRR^ 

The individualistic theory of state functions has been criticized 
upon various grounds. First of all, the assumption that the state 
is an evil has not been borne out by the experience of mankind under 
the regime of state organization. History, in fact, shows unmis- 
takably that the progress of civilization in the past has been pro- 
moted to a very large degree by wisely directed state action; in 
short, that the state is a positive good. It is true, of course, that at 
times the ends of the state have been perverted to the detriment of 
the public good, but this is no more reason for condemning it as an 
evil than for saying that railroads are an evil because their operation 
sometimes results in accidents. All the signs indkate that with the 
increasing complexity of modern civilization the need for state 
action will become stronger and its role more extensive. ‘‘The 
higher the state of civilization,” observes Huxley, ‘The more com- 
pletely do the actions of one member of the social body influence all 
the rest, and the less possible it is for any one man to do a wrong 
without interfering more or less with the freedom of all his fellow- 
citizens. So that even upon the narrowest \iew of the functions of 
the state it must be admitted to have wider powers than the advo- 
cates of the police theory are disposed to admit.” 

The weakest point in the argument of the laissez-faire advocates 
is the assumption that the state is necessarily hostile to freedom, that 
government and liljerty represent antithetical ideas, that in propor- 
tion as the functions of government are multiplied the domain of indi- 
vidual liberty is restricted; in short, that a maximum of government 
means a minimum of freedom. In reality wisely organized and 
directed state action not only enlarges the moral, physical, and intel- 
lectual capacities of individuals but increases their liberty of action 
by removing obstacles placed in their way by the strong and self- 
seeking, and thus frees them from the necessity of a perpetual struggle 
with tliose who would take advantage of their weakness. In this way 

* Adapted by permission from J. W. Garner, Introduction to Political Science^ 
pp. 289-9^. (American Book Co., 1910 Author’s copyright.) 
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the latent abilities of the individual are liberated, and his opportu- 
nities increased. It is manifestly wrong to assume that all restraint 
is an evil. In truth, the state emancipates and promotes as well as 
restrains. The doctrine that governmental regulation tends to 
impair individual character by weakening the sense of individual 
initiative, self-reliance, and self-help and by preventing the full and 
harmonious development of the faculties of the indiMdual, has been 
greatly exaggerated by the laissez-faire aiKoiates. Many of the 
individualistic writers like Mill, Humboldt and Sjiencer have, in fact, 
confused individuality with eccentricity and oddity of chara( ter, 
qualities which in themselves have nothing of value. Character is 
developed, not through freedom alone, but quite as much through 
discipline and restraint. It is not true that as the functions of 
government are extended the individual becomes weaker and less 
self-reliant. The most pcifcitly develoj)C(l man is the social, not 
the natural, man, for it is now generally admitted that the indi- 
vidual owes much of his character to the society of which he is 
a part. 

The doctrine of the individualists rests upon the assumption that 
the individual is largely a thm; ai)a>t from the group of which he is 
a member, that he can be separated from society and treated as 
t! ough his interests were entirely distinc t from those of his fellow- 
men In reality, however, the individual is more than a mere fraction 
of society. 

The distrust, not to say hostility, of the laissez-faire theorists 
in government, because of the errors or abuses of particular govern- 
ments in the past, is childish. It is wholly wrong to take the position 
that because governments have made mistakes in the past, or because 
their agents have sometimes abused the powers intrusted to them, 
they cannot be trusted in the future; or that because sumptuary laws 
are wrong, factory and sanitary legislation must be wrong as well; 
or that because municipally constructed sewers have sometimes pro- 
duced typhoid fever, cities in the future should leave the construction 
of their sewer systems to private enterprise; or that because some 
poor laws have proved inelTective, the state should abandon alto- 
gether the policy of poor relief. The laissez-faire writers never tire 
of parading and exaggerating the mistakes which governments have 
made in the past, and when they are all collected and put on exhi- 
bition, they constitute what to some is a strong indictment against 
state mterference. “The state lives in a gl^s house,’' observes 
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Huxley; ‘‘we see what it tries to do and all its failures, partial or 
total, are made the most of. But private enterprise is sheltered under 
good opaque bricks and mortar. The public rarely knows what it 
tries to do and only liears of its failures when they are gross and patent 
to all the world.” We may well ask with Lord Pembroke, “what 
would private enterj)risc look like if its mistakes and failures were 
collected, and pilloried in a similar manner?” It may readily be 
admitted, observes an able writer, that government is weak and 
inefficient at times and obedient to private interests, but it docs not 
follow from such an admission that government ought to be made 
“weaker, more corrupt, and more inefficient by practi( ing the illogical 
doctrine of laissez fairc.” 

The laissez-faire assumption that each individual knows his own 
interests better than the state can know them, and is therefore the 
best judge of what is good for him, and if left to himself will 
follow these interests, is true only in a limited sense, and is still less 
true of classes. This is readily admitted by some individualist writers 
like Mill. Sidgwick, an unusually fair and judicial writer, discussing 
this assumption, well says: “But it seems to me very doubtful 
whether this can be granted; since in some important respects the 
tendencies of social development seem to be rather in the opposite 
direction. As the appliances of life l)ccomc more elaborate and com- 
plicated through the progress of invention, it is only according to the 
general law of division of labor to sui)p()sc that an average man’s 
ability to judge of the adaptation of means to ends even as rcgaids 
the satisfaction of his everyday needs, is likely to become continuallv 
less.” The very point of the matter is that ignorant people cannot 
take precautions against dangers of which they are ignorant. No 
one lives in a badly drained house, drinks water polluted with sew- 
age, or eats adulterated food because his interest leads him to do so, 
but generally because he is ignorant of the real character of the service 
or article which he consumes or bc<’ausc he cannot help himself. 
Not only is the individual not always a competent judge of his own 
interests as an economic consumer, but in affairs of personal conduct 
he is often not to be trusted, particularly in matters relating to his 
health or safety or moral welfare. The truth is the state may be a 
better judge of a man’s intellectual, moral, or physical needs than he 
is himself, and it may rightfully protect him from disease and danger 
against his wishes and compel him to educate his children and to live 
a decent life. 
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Spencer’s doctrine of '"negative regulation/’ which would limit 
the function of the state to re(l^e'^si!lg rather than preventing wrongs, 
would in many instances defeat the ends of the state. Thus, if the 
only security provided by the state against insanitary ])liimbing, 
adulterated foods, incom{)etent practitioners of medicine or apothe- 
carices, consisted of the right to sue the negligent [)lumber, the dis- 
honest milk desde r, or the incompetent j)hysi( lan or druggist, instead 
of requiring plumbers to gi\c bonds for the enicient discharge of 
their duties and pli\ sicians and di iiggists to {>asse\aminations or other- 
wise furnish c\ idem e of capac ity, milk to bc' inspec tod, et( the protec- 
tion alToided would in many cases be inade<|uate, since the injury 
could not be redressed by a mere suit for damages. We agree with 
Sir Frederick Pollock that if it is a lU'gative and proper regulation to 
sa\’ that a man shall be punished for building his house in a city so 
that it falls into the street, it cannot be positive and inqiroper regu- 
lation to say that he shall so build it that it will not appear to compe- 
tent persons likely to fall into the city street, 'i'here is, as Ifuxley 
well sa}s, no \ery great diffcKaue between the claim of an indi- 
vidual to go about thicMtening die lives of his neighbors with a pistol, 
and his (laim to kecq) his or'miisi'^ in a (ondition which threatens 
the health and lives of liis fellow'-men d'he same is tiue of the 
’■ight and duty of the state to protect the individual against the 
ci ingcT) iniident to mcxlcrn industrial processes, such as those result- 
ing from dangerous mac hinery, from bad ventilation, from insanitary 
workshops, from lire, and even from unfair conlrac Is of labor. The 
freedom of contract is a taking phrase, as has been aptl\' remarked, 
and to mail)’ it is a concliHive argument against state intervention 
in industrial matteis; but when it refers to an agreement bctw'een 
a capitalist and an ignorant laborer who is at the mercy of his employer 
there is no eciuaht)'. d'he dextrine of freedom has no sanctity in sue h 
cases, ddicre is re.dlv no illegitimate interference with the freedom 
of contract when the state undertakes to prescribe the conditions 
under which contracts shall be entered into betw'een [lartics, one of 
whom is really not on a free and equal footing with the other. 
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404. MODERN STATEMENTS OF THE FUNCTIONS OF 
GOVERNMENT 

A* 

It appears that there are at least two lines of policy upon which 
government may enter: 

First, government must regulate the plane of competition, for 
without legal regulation the struggle between men for commercial 
supremacy will surely force society to the level of the most immoral 
man who can sustain himself. The fittest to survive unregulated 
competition will be he who is morally the least fit to live. What, 
now, can government do in such a case ? One of the duties of govern- 
ment is to express the ethical sense of society; and in this case govern- 
ment may pass a law saying that children shall not be employed in 
factories. Ry such interference, society is not deprived of the 
advantages of competition, but the plane of competition is adjusted 
to the moral sense of the community. Such, at least, is the defence 
of factory legislation, and such interference on the part of govern- 
ment is typical of a new line of duties which the development of great 
industries has imposed upon the statesman of the nineteenth century. 

The second class of duties imposed on government by the changes 
which have come over modern business life arc of a wholly different 
character. There arc some industries which from their very nature 
are superior to competition, and for such the public has no guaranty 
of fair treatment. It is absurd to argue that commercial laws will 
insure equity in the dealings of railway companies, telegraph com- 
panies, electric-lighting companies, street-railway companies, and 
the like. It lies in the structure of such businesses to be conducted 
as monopolies and in disregard to the comparative rights of men. 
The important point for us to hold in mind, however, is this: The 
existence of monopolies proves the existence of an anti-social interest. 
It shows that the interest of individuals is not always identical with 
that of the public. Now, government stands for public interest, and 
among the new duties imposed on government by the industrial 
revolution is the duty of protecting citizens against the encroach- 
ments of such monopolies as are the fruit of that revolution. 

* Ad.ipted by permission from H. C. Adams, “An Interpretation of the Social 
Movements of Our Time,” International Journal of Ethics, 11 ( 1891 - 92 ), 43-45: 
“Relation of the State to Industrial Action,” Publications of American Economic 
Association, I ( 1887 ), 513 - 18 . 
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From the standpoint of administration there is much to be said 
in favor of that harmony of control and unity of direction which 
such a management renders possil)le. Provided ^ business admits 
of something like military organization; provided the details of its 
management have been well worked out; pr()\ idetl its extension to 
meet new demands may be accomplished bv mereU' duplicating what 
already exists; and provided the social want which it supplies is wide- 
spread and constant, exclusiveness in management must lead to 
efficiency of management, if only men of adeejuate ability may be 
found to assume authority. Under such conditions a service may be 
rendered at levs cost to the publu than if the agents of the monopoly 
were broken uj) into comj)eting groups. There are several reasons 
why this is true. The fact of an assured demand for services rendered 
admits of the cloa'st ( ali illations; the extent of the demand also 
allows of a minute application of the prim iple of divTion of labor; 
the absence of any rivalry between competing concerns [irecludes the 
necessity of expending more cafiital than is recjuired for an eco- 
nomical performance of the ser\i( e, and what is perhaps of as much 
importance as any other com, (deration, there is no temptation to 
adopt specukitive methods of managiMuent which lead to the covering 
of unnecessary losses of one period by the arbitrarily high jnotits of 
another. Thus the possibility of cheapness and cfficiemy seems to 
he in the very nature of a monoj^ioly, and the practical (jiiestion is 
hoo to realize the benelits of this j)rin( iple for sot iety. 

The practical concludon to which this analysis leads is that 
society should be guaranl'sed aganvt the oppression of extlusive 
privileges administered for personal jiiolit, while at the same time it 
should be secured such advant.igcs as ilow from concentrated organ- 
ization, I do not at present undertake to say whether this should 
be done through carefully guarded franc hi^cv, through official com- 
missions, through competition of the state with private industries, 
or through direct governmental management; but in some manner 
this purpose should be accomplished. .Such monopolies as exist 
should rest on law and be establnhcsl in the interests of the public; 
a well-organized society will include no extra-legal monopolies of 
any sort. 

We have thus answered directly the question as to what new 
duties the changes in modern life have imi)osed on government. 
These duties are two. First, the government must determine the plane 
on which competition may take*place in those businesses in which 



1052 


INDUSTRIAL SCX:iETY 


it is potent. "'Second, it must by all possible means protect the com- 
munity from those evils that arise from the uncontrolled manage- 
ment of a business, which from the nature of the case is superior to 
competition, 

B* 

The functions of the state may be classified as: first, those which 
arc necessary; second, those which are natural or normal, but not 
necessary; and third, those which are neither natural nor necessary, 
but which, in fact, are often performed by modern states. The last 
arc dcscri1)cd liy some writers as “doubtful” functions. What are 
called the essential, normal, or constituent functions are such as all 
governments must perform in order to justify tlicir existence. They 
include the maintenance of internal peace, order, and safety; the 
protection of persons and property; and the preservation of external 
security. They are the original primary functions of the state, and 
all states, however rudimentary and undeveloped, attempt to perform 
them. They cmbrac e the larger part of the activities of the state and 
have to do principally with the conservation of society and only 
secondarily with social progress. 

By natural but unnecessary functions are meant those which the 
state may leave unperformed or unregulated without abandoning a 
[irimary duty or exposing itself to the dangers of anarchy, but which 
would be neglected, or at least not so well performed, by private 
enterprise. Among such functions may be mentioned the operation 
of the postal service; the construction of dikes, levees, canals, public 
roads, bridges, and irrigation works, and works of public utility 
generally; the maintenance of scientific and statistical bureaus; 
the erection and maintenance of lighthouses, beacons, and buoys; 
the construction of harbors, wharves, and other instrumentalities of 
trade and commerce; the care of the poor and helpless; the protec- 
tion of the public health and morals; elementary education; the regu- 
lation of many trades, businesses, and occupations, which are affected 
with a public interest; and the conduct of various undertakings which 
would be unprofitable as private ventures, but which are required by 
tlie common interest. 

Among the activities of the state which are neither essential nor 
natural, but which are not a matter of indifference to the public, and 
which are performed by some states as well as by private enterprise, 

* Ada[)tcd by permission from J. W. Garner, Introduction to Political Science, 
pp. 318-20. (American Book Co., 1910. Author’s copyright.) 
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and at less cost, there are a great variety of ser\ ices, mainly economic 
and intellectual, such as: the conduct of railway traHic; the It'le- 
graph and telephone service; the manufacture and distrihution of 
gas and electricity for lighting pur[)o^es, the furnishing of water for 
drinking and other purposes in cities; the maintenance of theatres, 
pawn-shops, bath houses and lodging houses, the eat ouragement of 
certain industries by means of bounties, protet ti\ e (ai ilTs, and subven- 
tions; the planting of colonies, the eiKouiagenuait of immigration; the 
establi^liment of e\pei^mcnt stations, li(|uor dispeiisai ies, banks, uni- 
versities of learning, hospitals, reformatoi les, ait g.illeries, museums, 
zoological and botanical gardens, the erection of improvi'd dwellings 
for working people; the making of loans to l<irmeis; grants in aid 
of railroads; the distribution of seeds for agiic ultural pur[)oses; the 
conduct of the Inisinessof insurance, the gianting of old age pensions; 
the maintenance of emplo}ment bureaus, and many other activities 
too numerous to mention. Cnder this head also may be included a 
great volume of regulatory or re^^tiktiNe legislation dealing with the 
conduct of certain trades and oi ( upations whuh are alTec ted with a 
public interest, siuh as i.iiluav' toiffu and means of communication, 
mining, manufacturing, the relatsms Ix'twcen emplo)er and em- 
ployees, the conduct of dangerous, olleiisice, or obnoxious trades; 
die ccnsord’’p of the [iress, vaccination, ciuaiantine, and sanitary 
Kibslation, laws regarding the erection of buildings in cities, laws 
regulating banking, barbel ing, baking, plumbing, pawnbroking, 
slaughtering, and many other trade's or businesses. 

The lust group (;f ae tivities desmbed above represent, according 
to the incli\idualistic theories, all the a( tixities that the state ought 
to undertake. Anything more is superlluoiis and involves an infringe- 
ment upon the rights and liberties of tlie individual and cannot 
therefore be justilied. 

C' 

What attitude must the government adopt toward the suffering 
and sorrow, the distress and poverty that everywhere abound? 
Many different answers arc given to this ciuestion; but all of them 
may be reduced under five heads. 

I. The first answer is that government, in the discharge of both 
its legislative and its administrative duties, ought sinijily to go on as 
it is doing at present. Evils should be dealt with piecemeal as they 

* Adapted by permission from W.^. M’Kcchnie, The Slate and the Individual, 
pp. 164-69. (James MacLehose & Sons, 1896.) 
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arise. In this view all systems are misleading. The only guide is 
common-sense. There is no use of making generalizations at all, 
for each evil has- its own special causes, and must be considered by 
itself. Government is working well enough on the whole on its present 
basis. It cannot cure everything, and does its best when any social 
distress becomes unbearable. This is the attitude of the “practical 
politician,” who is nothing more than practical. He waits till evils 
show themselves and then tinkers them, one by one, as they arise. 
This attitude has its dangers, however, apart altogether from its 
want of a scientific basis. To wait till the various troubles raise 
themselves to the surface, and then give them just sufficient treat- 
ment to cause them to hide themselves in their ordinary lurking- 
places again, is both heartless and absurd. It is the policy of a 
superficial doctor who attacks the symptoms instead of the root of 
the disease; and is more likely to throw the illness inward to a vital 
part than to effect a cure. Hie “prac tical politii ian ”--that object of 
Mr. Spencer’s scorn — is apt to alter the seat of a social evil rather 
than to root it out. He is apt to cause ten new evils to come into 
existence, each worse than the one he sought to cuie. His theory, 
or rather lack of a theory, may be called the opportunist solution 
of the problem. 

2. The second answer to the question is that of the Socialist— let 
the government step in boldly and undertake far more than it does 
at present— let it, in fact (say extreme votaries of this doctrine), 
regulate everything. The evils comiilained of arc due in great measure 
to the free play of the unrestrained evil passions of individuals. 
Government ought, by force, if necessary, to hold these in check, 
and it would then become a kind of terrestrial Trovidence whose duty 
would be to remedy every ill that flesh is heir to. It would in par- 
ticular supersede the evils of competition and the unequal distribution 
of wealth, by regulating all trade and industry by a central system of 
control. It would own all land, railways, machinery, and, in short, 
all property of every kind— leaving only the rights of use to tlie private 
citizen. 

3. A third opinion is the direct opposite of this. Existing evils, 
which are by their nature remedial, so far from being curable by 
government intervention, are directly caused by it. Government 
has no business to meddle with things outside its proper province, and 
that is at best a very narrow one. In whatever direction the State 
carries its well-meant but fussy interference with private interests, it 
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does harm. So far from seeking to extend its province, its only wise 
policy is to recede as quickly as possil)le from the abnormal functions 
it has already undertaken, and so allow nature and the free play of 
individual interests to restore a healthy tone to the community dis- 
ordered by the intrusion of artilicial icstraints. Few advocates of 
this doctrine have the courage to carry it to an extreme ecjual to that 
of the Socialists on the opposite side. Few of them hold — as, to be 
consistent, they ought to hold — that go\ eminent should never inter- 
fere by force at all; for this would be practically to rejec t government 
altogether. Many of them think that it should do nothing further 
than what is, in their oj)inion, absolutely necessary for the preserwa- 
tion of an organized society in which men’s rights are safe from violent 
invasion. This is the individualistic solution. 

4. The fourth view tries to distinguish between the provinces of 
the individual and of the State. The latter lies, as it were, round the 
centre of the circle, while each social atom has his individual sphere 
somewhere near the circumfereiue. dduis, the resj)C( tive fields of 
State-action and of indivi<lual-a( tion are mutually exclusive. To say 
that anything is a matter for the individual to decide is, in this view, 
equivalent to sa\ ing that the goxernment ha'> no right or, at any rate, 
no business to interfere. A hard-and fast boundary line exists somc- 
'diere, and the j)roblem is todi^coxer it. Government may therefore 
sin either by excess or by defect. It appioachcs perfection according 
as it correctly estimates the whereabouts of this boundary and acts 
accordingly. 

When men attempt to draw this line c\en in theory, however, a 
thousand disagreements spring up. No two authors of any note 
agree as to its exact position The practical difTiculty is even greater 
than the theoretical one. 'This doctrine of comiiromisc acquires more 
importance from the fact that it is adopted in practice by almost all 
of those who are professed Individualists in theory. All practical 
Individualists have thus something in common with the fourth school, 
which may be called the school of compromise. Unfortunately, how- 
ever, no such line exists by nature. It is artificial and arbitrary in 
every case. 

5. There is yet another solution which rejects all these views 
equally. It may be held that, while extreme Socialism and extreme 
Individualism are equally impossible in practice and unsound in 
theory, because each ignores the essential factor in human nature, 
exaggerated by the other, all ‘compromise between them is also 
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impossible and unsound, in starting from a false antithesis between 
the individual and the State. A fifth theory, then, asserts that no 
province can be dound which is absolutely that of the State, in the 
sense of excluding individual action, while equally there is no province 
of the isolated subject which absolutely excludes the government. The 
individual finds his sphere to be no narrower than the State itself, 
while the sphere of the government may be logically extended to 
embrace all the interests and actions of every man and woman. This 
is the theory of organic unity, which holds it absurd to draw a line 
between two things whose essential nature lies in their connection 
with each other. 

This may seem merely a theoretical answer to the problem, but 
it prepares the way for the only solution that will work in practice. 
No absolute barrier of any kind can be set up anywheie to the action 
of the government which has both a right and a duty to do everything 
the State entrusts it with; and the State must insist on government 
undertaking everything which will further its ultimate end, or any 
of its more immediate aims, legitimate in themselves and consistent 
with the final goal. The actual province of any government, then, is 
just whatever is entrusted to it by the sovereign legislature as the 
source of positive law. The ideal province is that which is best fitted 
to fulfil the final destiny (or what is the same thing, to realize the 
highest welfare) of the nation as a branch of the family of mankind. 
Its limits may thus shift from time to time and from country to coun- 
try. No absolute boundaries or rules can be laid down a priori. The 
government ought to interfere in any plaie to which the sovereignty 
of the State extends, if the good it thus effects outweighs on the whole 
the evil. But in estimating such evil and good reference must be 
made to remote contingencies as well as near ones; a broad statesman- 
like view must be taken, founded on a wide experience of affairs and 
on the principles of human nature as laid down by the most advanced 
science of the day. 

This fifth solution of the problem, which is here taken to be the 
only sound one, differs from all the others. It differs from the first 
in condemning the policy of mere drifting with the current, without 
formulating principles of guidance and without listening to the voice 
of science. It condemns the treatment of each case as an isolated 
problem, and the see-saw inconsistent policy that results — one thing 
straggling in one direction, while its fellow drifts in the other. Every 
act of policy must be ultimately judged by the final end of the State 
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itself, and by those approved minor ends which political science has 
declared to be for the time consi'^tent with, and conducive to, that 
higher goal. Thus a j)rin( iple of order is intiodiked. 

It also differs from the socialistic plin Tor, (hough it concedes 
that the go\'ernment may be lawfully and justU endowed with {)owers 
to do eveiw'tliing, it admits no absolute |)re^um{)tion in fa\our of 
community of proj)erty or of go\ eminent inteifeieiu es as op[)oscd 
to private iniliatu e. 

It diffeis fiom lndi\ idualisin in refusing to admit the (ruth of any 
philosophy which w'ould find man’s highest good a[)art from his 
fellow-men, and bee ause it refuses to admit any absolute limits to the 
action of the central authority ac ting for (he good of the whole. 

It dilTers fiom those who would eftec t a compromise between tiic 
last two theories, because it cannot admit any distinct i)ro\'ince of 
the man apart from (he* State. Jt doc's not look on the government 
and the subjc'ct as two unconnected priiuijiles which appioach each 
other from opposite sidc^s, and it does not try to allocate the sum of 
human interests betwi c'u them, settling by a contrac t or compromise 
that cver\'thing on this s' le of an imaginar\ line* goes to the one party 
and ever} thing on that side tc the other. 

D. The Old Order Changeth 

405. DISHARMONY IHi: RKSLd/r Oh ClIANddsl) INDUSTRIAL 
CONDlllON^' 

I ally mvsc'lf with those who hold that a sen ial movement is sure 
to arise whenever theie is a lack of harmony between the realities of 
life and the ideals cjf living. It becomes my duty therefore to dis- 
close those changes m industrial methods by which harmony in 
industrie-. has been disturbed. 

YMu have doubtless seem a chihi playing with his blocks upon the 
floor, setting up one after another in a row. So long as no accident 
occurs they all stand, but shoiihl the skirt of the child or a breeze 
from the door topple one of them o\er, they all fall. So it is with 
industries before disturbed by the restless genius of the nineteenth 
century. Somehow', trader had been established — the spinner, the 
w'eaver, the fuller, and the elver. Somehow, accustomed methods 
of work had been set iij). Somehow, men had adjusted themselves 

‘Adapted by pernubbicjn from II C^. Adams, “.An Interpretation of the Social 
Movements of Our Time,” Inlcrnatwnal Journal of Ki(fics, II (1891-92), 33-46. 
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impossible and unsound, in starting from a false antithesis between 
the individual and the State. A fifth theory, then, asserts that no 
province can be dound which is absolutely that of the State, in the 
sense of excluding individual action, while equally there is no province 
of the isolated subject which absolutely excludes the government. The 
individual finds his sphere to be no narrower than the State itself, 
while the sphere of the government may be logically extended to 
embrace all the interests and actions of every man and woman. This 
is the theory of organic unity, which holds it absurd to draw a line 
between two things whose essential nature lies in their connection 
with each other. 

This may seem merely a theoretical answer to the problem, but 
it prepares the way for the only solution that will work in practice. 
No absolute barrier of any kind can be set up anywheie to the action 
of the government which has both a right and a duty to do everything 
the State entrusts it with; and the State must insist on government 
undertaking everything which will further its ultimate end, or any 
of its more immediate aims, legitimate in themselves and consistent 
with the final goal. The actual province of any government, then, is 
just whatever is entrusted to it by the sovereign legislature as the 
source of positive law. The ideal province is that which is best fitted 
to fulfil the final destiny (or what is the same thing, to realize the 
highest welfare) of the nation as a branch of the family of mankind. 
Its limits may thus shift from time to time and from country to coun- 
try. No absolute boundaries or rules can be laid down a priori. The 
government ought to interfere in any plaie to which the sovereignty 
of the State extends, if the good it thus effects outweighs on the whole 
the evil. But in estimating such evil and good reference must be 
made to remote contingencies as well as near ones; a broad statesman- 
like view must be taken, founded on a wide experience of affairs and 
on the principles of human nature as laid down by the most advanced 
science of the day. 

This fifth solution of the problem, which is here taken to be the 
only sound one, differs from all the others. It differs from the first 
in condemning the policy of mere drifting with the current, without 
formulating principles of guidance and without listening to the voice 
of science. It condemns the treatment of each case as an isolated 
problem, and the see-saw inconsistent policy that results — one thing 
straggling in one direction, while its fellow drifts in the other. Every 
act of policy must be ultimately judged by the final end of the State 
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fell into the hands of those who were so fortunate as to become propri- 
etors of the mechanism of production. 

406. INCREASING STRIFE IN ECONOMIC LIFE* 

In the time when the family lived wholly oil the jmoduce of its 
own farm, cjiicstions of the distribution (d wealth and of welfare could 
scarcely arise. Rut now that every man pours his own product 
into some market, it enters in a way into social wealth and passes 
out of his control. What he shall have to show for it depends on 
factors wliii h, as John Stuart Mill showed, are man-made rather than 
natural. He is obliytsl to enter a ttame, and to a deyri'c his share 
of the Desirable depends on his suet ess in that ^amc. The establish- 
ment of the rules of the it^ime lies within the province of society. 

Restraint breeds a resist. nice corresponding to the loss it imposes. 
When we go to short-ch.iin the int'a'csts which jirey on men’s vices, 
they snap at us like j.ickals. Collec li\e ownership of public utilities 
may quiet the special interests that now i.ige in the halter of regula- 
tion, but b\ the time their anti-v ivic cauer is endcsl amUher range of 
cnter[)riscs will be spnjiymr against the hsi^h. \\ c declare pipe-lines 
common caiiiers with the duty to tile tarills, and we get refusal, sub- 
terfuges, freak lai ills, and oneious reciuiiemeiits that bar inde{)cndents 
fiwu using the lines. If our children uiH not be called upon to fix 
gas j)rices and stieet car fares in the teeth of cone entr.ited {)rivate 
interest, the\ wall ha\e their hands full in regulating railroad, tele- 
graph, expiess, iiisuiance, jiipe-lines, and news-service rates; wharf, 
dock, storage, and cotton-baling charge'^, the prii es of oil, anthracite, 
coal, ice, and sc hoolbocjks, and m presc i ibiiig the conditions of manu- 
facture and sale of ai tides all the way from dressed beef to corporation 
securities 

Every x ear the points of contact - and of friction — between 
government and private interests ha\e multiplied. In the days of 
well-water, candles, sorghum, and llatbo.its, there were no water, 
gas, sugar, or railroad interests to vex [lolitics. Home-grown food 
did not call for the in^pcctor. Till the Lu tory came there was no 
need to bar children from toil or to enfoice the guarding of dangerous 
machinery. A generation ago the little razor-back gas and hor^e-car 
companies had no call to mix in politics; but the advent of water-gas 

* Ada[)te(i by pernubbion from E. A. Robb, “The Rules of the Game,” Atlantic 
Monthly, C (1907), 321-28. * 
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and the trolley, coupled with urban growth, gave them the lard 
of monopoly profit to defend, and made the public-service corpora- 
tions the arch-corrupters of city councils. Once the railroads com- 
peted, but their consolidators have driven the despairing shipper to 
look to government for protection. On all sides we see businesses 
that, feeling less and less the automatic curb of competition, will soon 
need the snaflle of public regulation. 

The state government labors heavily, like a steamboat working 
through sudd on the Upper Nile. The railroads want to avert rate 
regulation and to own the state board of equalization. The gas and 
street-railway companies want “ripper” legislation, the authoriza- 
tion of fifty-year franchises, and immunity from taxation of franchises, 
or limitation of stock- watering. Manufacturers want the unrestricted 
use of child labor. Mining companies dread short-hour legislation. 
Publishers want their textbooks foisted upon the schools. The baking 
powder trust wants rival powders outlawed. The oil trust wants to 
turn safety inspection against the independents. A horde of harpies 
have the knife out for pure-food bills. Brewers, distillers, elevator 
combines, pet banks, rotten insurance companies~all have a motive 
for undermining government by the people. 

Thus time adds to the number of interests intent to break or to 
skew the rules of the game. The phalanx lengthens of those who 
want government to be of india rubber and not of iron. Of course this 
resistance produces results. Under a pressure of ten talents men 
collapse who were adamant under the pressure a single talent can 
exert. In view of the temptations w^e send them against, we ought 
not to marvel that so many public servants bend or break. It is not 
to be expected that government can withstand the growning strain 
without many structural improvements. In any case it is certain 
that to the upholding of the rules of the game society must devote an 
increasing share of its thought and conscience. 


See also 87. 
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407. DISSATISFACTION WITH PRESENT FORMAL SOCIAL 
CONTROL 

A* 

1. Our law is archaic and antifiuated in viewpoint and method. 
(a) It accepts a social tlicory conceived more than a century ago and 
almost universally rejected today. It therefore tends to assume that 
social ideals, conditions, and relationships tliat existed more than a 
century ago exist now. It tends to base its judgment of right, rights, 
and relationships on die conditions and relations that existed more 
than a century ago. (b) Its method of procedure is that of precedent, 
i.e., it proceeds on the basis of fixed absolute rules of judgment formu- 
lated in the past, instead of on tlie basis of changing and developing 
standards based on present and (le\ eloping conditions and relation- 
ships, standards and ideals of justice and wellare. It thus tends to be 
a system based on logic rather than on life. 

2. Our law is individuali.-,tic rather than socialized. It postulates 
the individual as the center of the universe and does not recognize 
tully tlie existence of social groups and group rcIationshi[)s. It there- 
fore does not know how to deal with social groups and group relation- 
ships except to deny their normal existence. It knows no society 
apart from an aggregation ot in(li\ i iuals and no social welfare apart 
from individual welfare. It is com'erned primarily in ujiholding indi- 
vidual right:, or in acting as arbitrator in contests between individuals 
over their rights. In short, it is thoroughly atavistic. 

3. Our law tends to place piuatc [iropcrty rights above personal 
and social rights. It places private property very close to the center 
of its social philosophy. 

4. Hence the law, being absolul istic, individualistic, and concerned 
with property rights, is stiff, inflexible, inelastic, ill-adapted to meet 
the conditions and needs of the changing socialized situation. 

In the eye of the law the relations between workers and employers 
is fundamentally what it was when the assumptions and rules of the 
law were established. If they ha\e changed from tliis, it is abnormal 
and artificial. It is the duty of the law to restore the normal or 
rational relationship; hence tlie lawxcrs and tlie courts have not felt 
obliged to acrpiaint themselves thoroughly with the existing economic 
situation and relationships, or if they have they have found great 
difficulties in understanding and fully acknowledging it as it is. 

‘ Taken by pcrmi<^sion from mimeographed material prepared by R F Hoxie 
for his class in Labor Conditions and Problems. 

. 1 ’ 
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5. The law is ultra-conservative and acts too slowly to meet the 
needs of changing conditions. ‘'The law’s delays.” 

6. Nevertheless, the law is uncertain. This results from several 
causes; (a) from- the conflict between tlie two contradictory concepts 
at work determining the character of the law — the absolutistic and the 
evolutionary; (b) from the fact that tlie interpretation of the federal 
and state laws is in the hands of different sets of judges; (c) from the 
fact that each court, federal or state, is a different source of interpre- 
tation; (d) from tlie fact that each court in each state is a distinct 
audiority; {e) from the fact that each judge is to an extent a different 
source of interpretation; (/) from tlie fact that tlie judges themselves 
are more or less under the domination of the contradictory principles 
at the foundation of the law. 

7. The law is undemocratic. The people may think they know 
what tliey want and what is for social welfare, die employers and 
workers may agree on an adjustment of their relationships and on 
the basis of their decisions laws may be enacted, but until the court 
has spoken this may not be law Whatever die excellence of die law — 
its fitness to meet the needs of the developing situation— if in the eye 
of die law and the mind of die courts it violates the fundamental 
and unchangeable assumptions and rules of justice conceived in the 
past and relating to a past situation, and if somehow or other by legal 
fiction it cannot be made to appear to be in harmony with these 
assumptions and rules, the courts can and will declare it no law. 
They are the priests and keepers of die ark of the covenant^ whose 
duty it is to see that it is not profaned by unclean hands, dial the law 
as delivered on the twelve tables shall persist now and forever. 


The causes of dissatisfaction with the administration of justice 
may be grouped under four main heads: (i) Causes for dissatisfaction 
with any legal system; (2) causes lying in the peculiarities of our 
Anglo-American legal system; (3) causes lying in our American judi- 
cial organization and procedure; and (4) causes lying in the environ- 
ment of our judicial administration. 

These causes of dissatisfacdon with any system of law I believe 
to be the following: (i) die necessarily mechanical operation of rules, 

‘Adapted by permission from Roscoc Pound, “The Causes of Popular Dis- 
satisfaction with the Adjninistration of Ju;,tice,” American Law Review, XL (1906), 
730-48. 
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and hence of laws; (2) the inevitable difTerence in rate of progress 
between law and public opinion; (3) the general popular assumption 
that the administration of justice is an easy task, to which anyone 
is competent; and (4) popular impatience of restraint. 

Under tlie second main head, causes lying in our peculiar legal 
system, I should enumerate five: (i) the individualist spirit of our 
common-law, which agrees illy with a collectivist age; (2) the common- 
law doctrine of contentious procedure, which turns litigation into 
a game; (3) political jealousy, due to the strain put upon our 
legal system by the doctrine of sujiremacy of law; (4) the lack of 
general ideas or legal philosophy, so charai teristic of Anglo-American 
law, which gives us petty tinkering where comprehensive reform is 
needed; and (5) defect^ of form due to the circumstance tliat the bulk 
of our system is still case-law. 

Passing to the third head, causes lying in our judicial organiza- 
tion and procedure, we come upon the most eliicient causes of dissatis- 
faction with the present administr.ition of justice in America. For 
1 venture to say that our system of courts is archaic and our procedure 
behind the times. Uncertainty, delay, and expense, and above all 
the injustice of deciding cases u])on ])oints of practice which are the 
mere cti([uctte of justice, nil direct results of the organization of our 
courts and the backwardness of our procedure, have created a deep- 
seated desire to keep out of court, right or wrong, on the part of 
every sensible business man in the community. 

Our system of courts is archaic in three respects: (i) in its multi- 
jdicity of courts, (2) in preserving concurrent jurisdictions; (3) in 
the waste of judicial power which it involves. 

Finally, under the fourth and last head, causes lying in the environ- 
ment of our judicial administration, we may distinguish six; (i) popu- 
lar lack of intercut in justice, which makes jury service a bore and the 
vindication of right and law secondary to tlie trouble and expense 
involved, (2) the strain put upon law that it has today to do tlie work 
of morals also; (3) tlie effect of transition to a period of legislation; 
(4) the putting of our courts into politics; (5) the making the legal 
profession into a trade; and (6) public ignorance of the real workings 
of courts due to ignorant and sensational reports in the press. 
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408. DISSATISFACTION WITH PRESENT INFORMAL 
SOCIAL CONTROL* 

Informal social control is exercised chiefly through (i) custom, 
(2) public opinion, (3) conscience, (4) religion. These no doubt tend 
to overlap and pass over into each other, but we may distinguish them 
broadly. 

Custom stands for the conformity of the individual to the tradi- 
tional and general ways of acting in some group. Its agencies are 
imitation and suggestion, positive drill or ritual, conscious desire to 
be like others of our group and not “queer’’ or “outlandish.” It 
thus governs in the relatively stable external and general aspects of 
conduct. 

Public opinion expresses the more conscious active and adjustable 
constraint. It acts through direct praise or blame or through the 
remoter rewards and penalties. It stamps some as “having gained 
success,” others as “failures.” It awards to some public office, to 
others business popularity, to others social distinction. It defeats 
the unpopular candidate, ruins financially the disliked business, 
ostracizes socially the man who violates the code of club or class. It 
is t>T>ically represented by the “honorable” and “dishonorable.” 

Conscience stands for a more penetrating, careful, and disinter- 
ested judgment than public opinion. It professes to be guided by 
standards more permanent than those of shifting favor. When it 
pronounces conduct right or wrong it looks at motives or results more 
searchingly, and when it speaks of “duty” to creditors, to fellow- 
workmen, to employer, to employee, to family, or to the community 
it implies a set of personal relations in which the individual is placed, 
and which he may not break. Just why he ought to keep his word, 
to be honest, to care for his children, to stand by his union, he may 
not be able to state; but he feels the tug of forces binding him closely 
to those with whom he is in constant relation, feebly to those of a 
different class or race or living at a distance. 

Religion embodies a conviction that the universe is not a mere 
machine but is on the side of right and good, and will not suffer wrong 
finally to triumph or evil to prevail. It embodies men’s demands for 
a fairer tribunal, a more just order of society, a larger scope of oppor- 
tunity than falls to the human lot here. It adds a higher authority 
to conscience. It gives a more personal symbol for the unity among 


* Prepared by J. H. Tufts. 
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men when it calls them sons of one god and therefore brothers of a 
spiritual kindred. . 

All these controls of custom, public opinion, conscience, and reli- 
gion have periods of relative strength and times of relative weakness. 
The former are likely to coincide with simplicity of racial elements, 
fixity of social classes, continuity of industrial practices and economic 
status, persistence of political power, and an absence of any striking 
discoveries or inventions. Weakness comes when races mingle, bring- 
ing conflicting customs, or when old customs no longer meet new 
economic situations; when classes break down and new ambitions arc 
born among those hitherto accepting their status passively or as part 
of a providential order; when existing governments are overthrown 
and new groups gain power; when new economic forces upset older 
ways of (listril)utioir when new discoveries in science compel new 
conceptions of the universe. 

The present time is by no means negative in its attitude toward 
the needs for positive and constructive direction if men are to live 
together harmoniously, and to achieve their own best expression. 
Nevertheless it linds itself j)u//'led and baflled in its judgment, and 
unccitain as to its duties. Public opinion is inconsistent. Religion 
is halting between the conceptions of an older order and the challenge 
of a new. Certain specific examples may ocrve to illustrate the shift- 
ing of ideals, the breaking of traditions, the conflicts in public opinion, 
the perplexities of conscience — in a word, the uncertainty in what 
Sumner calls the mores. 

I. The most conspicuous field for the customary traditional aspect 
of social control is without doubt the lelations of the sexes, llic con- 
duct of young people before marriage had been regulated in the old 
world by conventions having various origins but serving to secure the 
chastity of woman before marriage and fidelity in marriage. Perma- 
nence as contrasted with easy divorce had a religious sanction, but 
was also a tradition in “good” society. The class ideal of the “lady” 
reinforced other motives. This old-world tradition has undergone 
numerous mutations. Frontier life broke down seclusion and chap- 
eronage, but developed its own controls of neighborhood and self- 
reliance, which in turn are either absent or too unsophisticated for 
urban life. Economic independence among women suggests freedom 
from parental and neighborhood control. The immigrant finds old- 
w'orld customs un-American and di^fcards them. The class idea of the 
lady is unpopular in a world of achievement, but the new standards 
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of such a world of achievement are not as yet well defined or enforced 
by a class. The successful artist of either sex has always been granted 
considerable license. Shall this be extended also to the successful 
person in any line? Now that divorce is more free the pattern is 
constantly before the young— the “best people” divorce. Equality 
of other kinds makes for a single standard in sex relations, but since 
the general direction of change has been for woman to secure man’s 
prerogatives, it is not self-evident that in this case man should submit 
himself to the control which has been the established convention for 
woman. 

2. Public opinion covers all fields, but the conception of “success” 
shows some of the inconsistencies in our present situation. First of 
all the field of success has shifted away from the professions to business. 
Prizes are found in the exercise of power, and power has increasingly 
come to those who control capital and industry. Power in the pro- 
fessions depended largely on ability to influence persons by argument, 
eloquence, or through personal esteem. Power in the economic world 
of earlier days depended also to a considerable degree on personal con- 
fidence. Business was conducted by individuals; relations to cus- 
tomers, to creditors, to employees were largely personal. And the 
reputation of a man as a fellow-townsman was an appreciable factor 
in estimating his success. But the corporate and impersonal charac- 
ter of present business has cut off nearly all the older standards for 
success and brought a different set of qualities to the fore. Power 
depends on grand strategy, on large-scale economics, on securing 
monopoly by franchise, competition, or far-seeing anticipation of 
supply and demand. Undoubtedly financial credit, good-will of the 
public, contented labor are important elements, but these are gained 
by objective means, prompt payments, low prices, good service, fair 
wages. And these are seemingly compatible with ruthless competi- 
tion, capitalizing the necessities of the community to the last cent, 
utter though far-sighted selfishness, and total disregard of community 
interests. In fact a corporation organized for profit is not supposed 
to have any other aim, or to exercise any scruple except to keep 
within the law. How then is public opinion to judge the directors of 
corporations ? Can it approve the dazzling success of the leaders but 
charge all the ruthlessness, egoism, and lack of civic spirit to the im- 
personal corporation through which these leaders achieve their results ? 

3. Conceptions of honesty and justice are striking examples of the 
present difficulties of conscience. Our conception of honesty was 
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shaped largely in an industrial and business order when mine and thine 
were easily distinguished, when it was comparatively easy to tell how 
much a man produced, and when it was practicable to consider that 
goods belonged to their makers or to the owners of the soil on which 
they had grown. Honesty centered on keeping contracts, and did 
not need to look into tlic conditions back of the contract. Now 
honesty must face a jirior question: Who owns what is collectively 
produced ? Have I dealt honestly if I receive or pay wages or prohts 
according to market standards, or do I need to look farther back ? 
In the case of justice a sinnlar inadeiiuacy of individualistic standards 
is coming to recognition. Ju^tice in common law and common sense 
had meant giving to each his rights. Of these rights property wavs 
one. Justice need not concern itself with the general good, though 
benevolence or chanty might of coume be necessary to meet illness 
or accident. When no one was very rich, and few were very poor, 
the theory might be assumed to lie working well. Present conditions 
challenge this inherited conception. Luxury in palaces, in yachts, in 
pleasure cars, in hotel life, in clubs, in amusement, and recreation 
might in itself raise only a vague suggc'.tion of a poker game or a 
lottery instead of the supposedly moral world of our fathers. But 
the multitudes out of work through no fault of their own because 
ot market flLuUiations, the multitude of men crippled by modern 
inde^lrial processes, the wretched, imhealthful, and depressing dwell- 
ings of laborers in modern cities, the general insecurity of life, liberty, 
and happiness, and the absence of pioperty afTord a contrast to 
luxury which raises a challenge as to the justice of it. And a second 
line of thought goes deeper: property to our fathers was chiefly for 
use, or for security. Property in the enormous accumulations of 
today is largely for power. It controls the living conditions of others 
as truly as of its owners. Can justice then ignore the conditions under 
which such power is gained and exercised, and be content merely to 
buttress it? Are not the defences which were worked out against 
political power needed against economic power? And for the great 
numlier of propertyless are there not demands for security, for pro- 
tection, for a share in the goods of civilization which a better con- 
ception of justice cannot ignore? 

4. Religious control manifests itself not so much as offering 
standards distinct from those set by custom and conscience, as by 
reinforcing the motives for actior; either by the sanction of divine 
authority or by the emotional supports of the religious community — 
human and divhe.. Authority as such, however, has lost much of its 
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influence in recent times. Religious community life a generation ago, 
among a people largely rural or living in villages, of fairly homoge- 
neous faith, and with doctrines generally accepted, exercised a power- 
ful influence not only upon the members of churches but upon the 
community at large. At present the readjustments in doctrinal 
views and the multitude of other associations and avenues for intel- 
lectual and social interests, particularly the rapid changes of member- 
ship due to industrial and urban conditions, have loosened the hold 
of the religious control over its own members and still more strikingly 
over the community at large. 

To state with any apj)ioach to completeness the causes for these 
various conflicts and inadecjuacies of the chief forms of social contiol 
would mean to write a history of the times. But three broad groups 
of causes may be barely stated: first, the economic changes to a 
collective and impersonal method of carrying on business and indus- 
try, the enormous power of wealth which has resulted from this and 
other causes, and the dilliculty in finding any new standards for dis- 
tributing the wealth and controlling the power; second, the changes 
in population, including the shift from rural to urban life, the mixture 
in this country of various races with various and often conflicting 
customs and morals, the influence of frontier conditions; tliird, the 
development of modern science and the advent of more general edu- 
cation and new agencies, particularly the press, for shaping public 
opinion. 

409. THE CHANGING IMPORTANCE OF THE FORMS OF 
CONTROL* 

Changes in knowledge, in degree of civilization, and in the char- 
acter of social requirements cause a metliod of control to wax or wane 
from age to age We might conqiare the social order to a viaduct 
across some wooded ravine, which rests part of its weight on timbers 
tliat decay with tlie lapse of time, and partly on living tree trunks 
which constantly gain in strength. Or, we might liken it to a bridge 
resting on piers, built some of stone which crumbles in time, and some 
of stone which hardens with long exposure to the air. No doubt 
etiquette and ceremony have done their best work. The seer of 
visions and dreamer of dreams has had his day. The hero will never 
again be the pivot of order. The reign of custom with its vague 
terrors is about over. The assizes of Osiris, Rhadamanthus, God, or 

* Adapted by permission from E. A. Ross, “Social Control,” American Jour- 
nal of Sociolciy, in (1897-98), 8n-ia. 
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Allah, vvitli their books of record, inquisitions, and judgments, will 
hardly dominate the imagination in the days to come. The reputed 
dispensations of Providence will less and Icss alTect conduct. A 
fictive blood kinship (annot bind men into tlic national groups of 
to-day. So public action in the form of mob, ban, or boycott is 
justly regarded a relic of barbarism. 

On the other h.ind, instnu tion as to the consc([UCiu es of actions, 
witli a \’icw to enlisting an enlightened s(,‘lf interest in sup[)ort of all 
the conduct it is competent to sanction, will meet with universal 
approval in an age of public education, and the [)assiveness of the 
a\cragc mind will in.dvC it safe to work into such moral instruction 
certafn coiucnient illinions and falku les, which it is nobody's intcicst 
to denounce. Suggestion, that little undei .tood instrument, will, no 
doubt, be found im reaangly helpful in cstablnhmg moral imperatives 
in the young. Put it will lemler its greatest service in shaj)ing in 
youth those feelings of adimiation or loathing that determine the 
ruling ideals of (harm ter, and in inllueiuing those imputations of 
wo’‘th which enalile somety U; unpu-c' ujion the individual its owm 
valuations of hU 's aclivitic'- and expeiieiues. And society will 
further the w'ork by cutting with canu'odike ( h'arness the types of 
character it chooses to commend, and by settling c\cr more firmly 
ii tradition and coiu'enlion the \alue-) it seeks to impose. lUit from 
social art, however, wm have the most to look for. I would i)lace it 
next to religion in power to transform the biutc into the angel. Art 
is one of the fe.v moral m>tjumcnts wiiidi, in-,tead of being blunted 
by the vast changes in oiiinion, have gained edge and swec[) by these 
very changes. So lar <is c\e can pimc'c the future, there is nothing 
to limit or discredit it. llu sympathie:? it fosters do not, it is true, 
establish norms and duties; l)ut the/ lift that plane of general senti- 
ment out of which imperatives and obligations arise. If there is any- 
one in this age wPo docs the woik of the Ainos'^s and Isaiahs of old, 
it is an Ibsen, a Tolstoi, a Victor Hugo, or a Ihomas Hardy. 

410. THE FUNCTION OF RFSFARCH AND INVESTIGATION^ 

Research to establish “ truth for its own sake” must precede every 
development of science, natural or social. Such research may have 
no immediate clTcct, but it lies back of all ultimate usefulness of a 
science. When the principles arc established and ai)plications of 
them can be made it becomes ol^vious that w'C have an important 

‘Prepared by L. M. Powell. 
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influence upon our control problems. “Knowledge is control” in a 
very real sense. Since control is in the last analysis a matter of human 
decisions, we can influence control by giving people reasons for mak- 
ing one decision rather than another. Now research and investi- 
gation are methods of securing, either directly or indirectly, to the 
individuals who arc to decide a question, the most complete possible 
knowledge of the situation. This holds whether we think of the 
farmer who changes his whole method of farming as a result of 
researches in agricultural chemistry, of the directors of a corporation 
who have their plant carefully studied and put in new methods of 
factory housekeeping, or of the voters of a city who decide to have 
a board of health with certain duties and powers because medical 
science shows the need for such action. 

These illustrations are drawn from the realm of natural science, 
but the principle is equally true for the social sciences. If we think 
of social control in the narrower sense of control by human beings of 
their relationships to each other, we have a much more diflicult field 
in which to carry on research, because of the small range of possible 
experimentation, and a more diflicult held in which to secure decision 
on the basis of knowledge rather than of emotion. Nevertheless we 
have in this field the same result from secure and varied information 
and the clear establishment of laws as in the natural world. A group 
that has realized that its ideals and institutions are not fixed and 
immutable but open to question and to conscious change will realize 
also that the processes of research and investigation constitute prac- 
tically the only way open whercLy sound bases can be secured upon 
which to make such conscious changes. 

411. CAN DIRECTION BE GIVEN TO SOCIAL CONTROL?- 

Can we control so complex and many-sided a tiling as social 
development? Unfortunately, to tJiis question we cannot give an 
unqualified affirmative. Many social “forces” are beyond our ken 
and power; others, of whidi we have some knowledge, cannot be 
reached by any contrivances which we have yet perfected; given 
programs promising definite results have tlie perversity to produce 
undreamed-of complications; and immediate consequences have fallen 
into tlie disagreeable habit of distracting our attention from more 
ultimate and important results It seems, therefore, that tlie whole- 

* Taken by permission from W. H.‘ Hamilton, Current Economic Problem^^ 
PP 74 ~ 7 S- (The Univeryty of Chicago Press, 1915.) 
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sale prescription of “remedies” and the amateurish tinkering with 
parts are likely to prove dangerous. Yet, if we are sufTiciently con- 
scious of the limitations under which we are working* we can do some- 
thing toward directing the movement. We know something of the 
elements involved; we have had much exj)cricnce tliat should stand 
us in some stead ; and w^e have evolved some very remarkable agencies 
of control. If we proceed cautiously, make our programs flexible, 
and quickly change our procedure to meet tlie unexpected contin- 
gencies which are inevitable, tliere is reason for faitJi in our ability 
eventually to accomplish much. If we essay the task, we shall need 
a knowledge of Uie means of control, a theory of tlie use of tlicse 
means, and a consciousness of tlie “end” for which they are used. 
Let us consider these in turn. 

Even if our desires be quite modest, they will necessitate the use 
of numerous and varied means of control. The clianges which we 
wish to effect may be in tlie structure of society, in institutions, in 
activities, or in values, they may call for immediate and mechanical 
action or they may necessitate slow and gradual adaptations; they 
may affect ahnost tlie whole of society or may immediately touch only 
a single aspect of life. For these and a m\ riad other uses instruments 
of social control are available. The state can be used to secure quick 
mechanical changes; the school and the church can be used slowly 
to elTect more gradual and organic adaptations; the labor union, 
by sharp, incisive action, can immediately further tlie interest of a 
group; the interest of a like group may be gradually advanced by a 
voluntary association using more peaceful methods; press and public 
opinion can reach a large part of society; occupational associations 
and codes of ethics can exercise a control over particular groups; and 
convention and tradition, tiirough their prohibitions and inhibitions, 
can effectively direct the lives and activities of the individuals. Each 
of these agencies in its owm way can be used to make the “system” 
somewhat different. Because of tlie multiplicity, variety, and 
efficiency of these agencies— despite the gravity of our ignorance — we 
could not escape social control if we would. 

Our theory of the use of these “forces” has been very gradually 
built up, and as yet is far from complete. During most of the nine- 
teenth century, when “the country was in a stage of increasing 
returns,” when self-reliance was dominant, and when men dared not 
meddle with the rising machine-system which tliey very imperfectly 
understood, the dominant theory was that of laissez faire. This 
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theory overlooked entirely the influence exerted by agencies other 
than the state, as well as a large number of active functions performed 
by government, such as the protection of pro])erty and the mainte- 
nance of contract. At present the hold of individualistic theory is 
weakening. The frontier is gone; we arc confronted by the grave 
problems of a mature society; we arc less prone to attribute success 
or failure to personal merit or demerit; and we talk of “social condi- 
tions'* and “inequality of opportunity.” All of this inclines us to 
depend more upon authority, and tlireatcns a radical extension of 
state activity. But there are potent checks upon this attitude. 
The interpretation of our constitution still proceeds from individual- 
istic assumptions; the pecuniary organization of society still gives 
great weight to tlic views of the owners of “vested vcalth”; and in 
many places a spirit of abandon in legislation is doing much to dis- 
credit state interference. But we arc quite consciously coming to 
complement our theory of the province of government with a theory 
of tlie use of other agencies of control. For we arc learning that we 
must pay for what wc get, that legislation cannot produce utopias, 
that good is achieved rather than acquired, and tliat tlic Ic.ss conspicu- 
ous agencies of control arc as certain as they are slow. 

A consciousness of the end for which these means are used is 
hardest for us to acquire. But, diflicult as the task is, we must realize 
that if we attempt social control, we nii^t know what we arc about, 
we must have a tentative goal; we must appreciate tlic “end” at 
which wc are aiming. To achieve that end our proposals must fit 
togetlier into consistent programs; the instruments of control which 
we use must complement each other. This does not mean that there 
must be no elements of antagonism in the system, but rather that there 
must not be the spoiled work which comes from the confusefl counsel 
whose origin is in dealing with problems in isolation. Consciousness 
of the “end** also ' involves looking beyond immediate proposals. 
Beyond conflicting proposals, seemingly unimportant, lie powerful 
social theories, quite contradictory in the kind of societies they tend 
to produce. In many problems, therefore, the ultimate issue is 
between different systems. Shall our ideal be that of a personal and 
industrial feudalism, an individualistic America of tlie nineteenth 
century, a socialized Germany of the Ilohenzollci ns, an idealized 
and Marxianized state, or something else? Upon our conception 
of tlie ideal state toward which “progress” should carry us depends 
our “solution” of th^ problems which we discuss. 
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412. RADIANT POINTS OF SOCIAL CONTROL' 

A control that we have any ri^ht to call social has behind it prac- 
tically the w'liole weight of society. But still this control often 
w’clls up and spreads out from certain centers which we might term 
the radiant points oj social control. Tiie question before us is: What 
is the ultimate seat of authority? Where resides the will tJiat guides 
the social energies ? Who holds the levers which set in motion the 
checks tliat hold a inan back or the ‘Stimuli that t)ush him on? 

That frc(jucntly these cliccks and stimuli are managed by a rather 
small knot of persons should not for a moment lead the reader to 
confuse social control with class control. Totally diilercnt from class 
control in origin is the ])ower of a minority to direct social control. 
Social power is ( oik nitrated or dijjused in proportion as men do or do 
not feel themselves in need oj guidance or pioledion. When it is con- 
centrated it is lodged in that class of men in which the people feel 
the most confidence. The many transfer their allegiance from one 
class to another — fiom elders to j)riests, or from [)iie.sts to savants — 
when their siij)reme need changes, or wliemthey have lost confidence 
in the old guidance. W hen they begin to feel secure and able to cope 
with evils in their own stienglb. and wisdom, the many resume 
direction of themselves and the monopoly of social power by tiie few 
^eases. 

Such is the underlying law of the transformations and displace- 
ments of power. I'he immeiliate cause of the location of power is 
prestige. The class that has the most prestige will have the most 
powTr. The prestige of numbers gives ascendancy to the crowd 
The prestige of age gives it to the ciders. The prestige of proivcss 
gives it to the wai chief, or the military caste The prestige of sanc- 
tity gives it to the priestly caste, d'hc prestige of inspiration gives 
it to the prophet. The i)rcstige of plate gives it to the oTk ial class. 
The prestige of money gives it to the capitalists. The prestige of 
ideas gives it to tire elite. The prestige of learning gives it to the 
mandarins. The absence of prestige and the faith of each man in 
himself give weight to the individual and reduce social control to a 
minimum. 

In some cases there exists an appropriate name for the regime. 
When the priest guides, we call it clericalism. When the fighting 
caste is deferred to, w'c call it militarism. When the initiative lies 

' Adapted by permission from A Ross, “Sodal Control,” American Journal 
of Sociology, VI (1900-1901), 23S-45 
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with the minions of the state, we call it officialism. The leadership 
of the moneyed men is capitalism. That of the men of ideas is liberal- 
ism. The reliance of men upon their own wisdom and strength is 
individualism. 

Social control has about it a tinge that betrays the source from 
which it springs. When the reverend seniors monopolize power, 
much will be made of filial respect and obedience, infanticide will 
be a small offence, while parricide will be punished with horrible 
torments. Let the priests get the upper hand and chastity, celibacy, 
humility, unquestioning belief, and scrupulous observance will be the 
leading virtues. The ascendancy of tlie military caste shifts tlie 
accent to courage, obedience, loyalty, pugnacity, sensitiveness to 
personal honor, and the unrelenting pursuit of revenge. When the 
moneyed man holds tlie baton in the social orchestra, the keynotes 
will be industry, thrift, sobriety, probity, and civility. The man- 
darins and literati have no moral program of their own, but tliey 
are sure to exalt reverence for order, precedent, and rank. The Hite, 
whatever ideal they champion, will be sure to commend tlie ordering 
of one’s life according to ideas and principles, rather than according 
to precedent and tradition For only by fostering the radical spirit 
can they hope to lead men into untrodden paths. We may, then, lay 
it down as a law tliat the character of social requirement changes with 
every shifting of social power. 

41,:;. SOME SUGGESnONS CONCERNING THE DIRECTION OF 
SOCIAL CONTROL 

A' 

How to secure equality of wealth with liberty, without sacrificing 
anything that we now prize, such as private property, freedom of 
contract, freedom of initiative, and economic competition. (Parts of 
the program are arranged in the inverse order of their importance) : 

1. Legislative Program 

A. For the redistribution of unearned wealth. 

1. Increased taxation of land values. 

2. Graduated inheritance tax. 

3. Control of monopoly prices 

* Taken by permission from T. N. Carv/;r, Essays in Social Justice, pp 264- 
65. (Harvard University Pxess, 1915.) 
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B. For the redistribution of human talent. 

1, Increasing the supply of the higher or scarcer forms of talent. 

0) Vocational education, especially for the Irainiyg of business men. 

b) Cutting off incomes which sup[)ort capable men in idleness, thus 
increasing the supply of acli\e talent; cf., i, 2, and 3, under A. 

2. Decreasing the sui)ply of the louer or more abundant forms of labor 
power. 

a) Restriction of immigration. 
h) Restriction of marriage. 

(ij Elimination of defectives. 

(2) Requirement of minimum standard income. 

c) Minimum wage law. 

d) Fixing building standards for dwellings. 

C. For the increase of mvierial EQUirui Nr. 

1. Increasing the available sup])ly of Kind. 

2. Increasing the suj-iply of capital. 

a) Thrift versus luxury. 

b) Savings institutions. 

c) Safety of investments. 

d) “Blue sky “ laws. 

II. Non-Lf.oislaiive Program 

^ Raisi.ng TiIE standard of living among the laboring classes. 

1. The function of the advertiser. 

2. The educator as the rationalizer of standards. 

3. Thrift and the standard of living. 

4. Industrial co-operation as a means of business and social education. 

B. Criming sound public opinion and moral standards among the 
capable. 

1. The ambition of the family builder. 

2. The idea 

a) That leisure is disgraceful; 

b) That the productive life is the religious and moral life; 

c) That wealth is a tool rather than a means of gratification; 

d) That the possession of wealth confers no license for luxury or 
leisure; 

e) That government is a means and not an end. 

3. Professional standards among busine.ss men. 

C. The discouraging of vicious and demoralizing developments op 
public opinion, suai as. 

1. The cult of incompetence a^d self-pity. 

2. The gospel of covetousness, or the jealousy of success. 
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3. The emphasizing of rights rather than obligations. 

4. The worship of the almighty ballot and the almighty dollar. 

5. The idea that a college education should aim to give one a “gentle- 
manly appicciation’' of the ornamental things of life, such as liter- 
ature, art, g<jlf, and whisky, rather than to strengthen one for the 
serious work of life. 

6. The idea that the capitalization of verbosity is constructive business. 

Certain principles emerge with a good degree of clearness. We 
state some of tlie more obvious 

1. WcaJlh and property are subordinate in importance to personality. 
—The life is more than meat. Most persons agree to this, stated 
abstractly, but many fail to make tlic application. They may sacri- 
fice their own health, or human sympathy, or family life, or they may 
(onsent to this actively or passively as employers, or consumers, or 
citizens, in the case of otliers. A civilization which loses life in pro- 
viding the means to live is not highly moral. A society which can 
afford luxuries for some cannot easily justify unhcalthful conditions 
of production, or lack of general education. An individual who grati- 
fies a single appetite at the eviiense of vitality and efficiency is immoral. 
A society which considers wealth or property as ultimalc, whether 
under a conception of “natural rights” or otherwise, is setting the 
means above the end, and is tlicrefore unmoral or immoral. 

2. Wealth should depend on activity r—Tlxt highest aspect of life 
on its individual side is found in active and resolute achievement, in 
tlie embodying of putpose in action. Thought, discovery, creation, 
mark a higher value than tlie satisfaction of wants, or the amassing 
of goods. If tlie latter is to be a help it must stimulate activity, not 
deaden it. Inherited wealth wdthout any accompanying incitement 
from education or class feeling or })ublic opinion would be a question- 
able institution from this point of view. 

3. Public service should go along with wealth. — Note that we do not 
say, “wealth should be proportionate to public service.” This would 
take us at once into the controversy between tlie individualist and 
the socialist which we consider among the unsettled problems. 

4. The change from imlividical to collective methods of industry 
and business demands a change from individual to collective types of 
morality —Moral action is either to accomplish some positive good or 

* ,Adai)ted by permission from John Dew^y and J. H. Tufts, Ethics^ pp. 514- 
22. (Henry Holt & Co., igip.) 



SOCIAL CONTROL 


1077 


Lo hinder some wrong or evil. But under present conditions tJie 
individual by himself is practically helpless and useless for either 
purpose. It was formerly possible for a man to stt a high standard 
and live up to it, irrespective of the practice or cooperation of others. 
Today suppose a person has a little pro])erty invested in some one of 
the various coqiorations which olTer the most convenient method for 
placing small sums as well as large. 'Lhis railroad defies the go\ein- 
ment by owming coal mines as well as tran^jiorting the jirodiKt; 
that public-service coq^oration has obtained its fraiuhisc by bribery, 
this corporation is an emplo}cr of child labor, that finds it less 
eqiensivc to ])ay a few damage suits tho^e it cannot light success- 
fully than to adopt devices which will protect einjilocees. Does a 
man, or even an institution, act morally if he invc.ds in suDi cor- 
porations in which he fimD himself heljiless as an indi\idual stock- 
holder? And if he ^ells his stock at the market pi ice to iincT the 
money elscwdierc, is it not still the price of fraud or blood ? If, finally, 
he buys insurance h'r his family’s supj'iort, recent iincDigation has 
shown that he may ha\c been conti iliuting unawares to bribery of 
legislatures, and to the su[)i)ort of jxihlical theories to which he may 
be morally opposed. The in i ^ idiud cannot be moral in independence. 
The modern business colleclicisin foues a collective moiahty. Just 
's the indi\'i !ual cannot resi.'^t the combination, so individual morality 
must give place to a more robust or soc i<d type. 

5. To meet llie change to corporate agency and oivnership, ways must 
be found to restore personal control and responsibility. Ihecdom and 
responsibility must go hand in hand. The “moral liability limited” 
theory cannot be accepted in the siinp'e form in which it now obtains. 
If society ludds stockholders responsible, they will soon cease to elect 
managers merely on an economic basis and wall demand morality, 
if directors arc held personally resjionsible for their “legal depart- 
ment,” or union officials for their committees, directors and ofhcials 
will find means to know what their subordinates are doing. 

6. To meet the impersonal agencies society must icquirc greater 
publicity and express its moral slandatds more fully in law. Publicity 
is not a cure for bad practices, but it is a powerful deterrent agency 
so long as the offenders care for ])ublic opinion and not solely for the 
approval of tlieir own class. Profc'^sor Ross maintains tliat in the 
United States classes are still so loosely formed that general aiiproval 
is desired by the leaders. Hence he urges that it is possible to enforce 
moral standards by tlie “grillmg of sinners.” But to make this 
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“grilling” a moral process society needs much more accurate informa- 
tion and a more impartial basis for selecting its siimers than present 
agencies afford. ' 

7. Every member of society should share in its wealth and in the 
values made possible by //.—The quantitative basis of division and the 
metliod for giving each a share belong to the unsettled problems. 
But the worth and dignity of every human being of moral capacity 
is fundamental in nearly every moral system of modern times. It is 
implicit in the Christian doctrine of the worth of the soul, in the 
Kantian doctrine of personality, in the Benthamic dictum, “every 
man to count as one.” It is imbedded in our democratic theory 
and institutions. With the leveling and equalizing of physical and 
mental power brought about by modern inventions and the spread 
of intelligence, no State is permanently safe except on a foundation 
of justice. And justice cannot be fundamentally in contradiction 
with the essence of democracy. This means that wcaltli must be 
produced, distributed, and owned justly; that is, so as to promote 
the individuality of every member of society, while at the same time 
he must always function as a member, not as an individual. In 
defining justice some will place freedom first; others, a standard of 
living. Some will seek fairness by distributing to each an actual 
share of die goods; others, by giving to each a fair chance to get his 
.share of goods. Others again have held that if no moral purpose is 
proposed and each seeks to get what he can for himself, die result will 
be a just distribution because of die beneficent effects of competition. 
Still others have considered diat if the economic process has been once 
establi.shcd on the basis of contracts rather dian status or slavery, 
justice may be regarded as the maintenance of these contracts, 
whatever the effect in actual benefits. 

414. A VISION OF SOCIAL EFFICIENCY* 

While I can speak with authority of my opinion alone, I still 
have no doubt that, if we could agree on the meaning of the words, 
so that we should not fear that to some of us some of them would 
mean one thing and to some another, there would be substantial 
unanimity in this Society along the following lines. They are 
specifications of the general conception which we entertain of our 

•Taken by permission from A. W. Sm3.ll, “A Vision of Social Efficiency,” 
American Journal of Sociologoj, XIX (1913-14), 435-39. 
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whole national experience, of the physical conditions which make 
that experience possible, of the goal toward which that experience 
is to be directed, as fast as it becomes consciou'^, and of the operative 
principles which wall insure the efficiency of the experience. The 
form in which I recite the items is not that of law-givings for 
the enterprise, but of j)rcsumptions, or prophetic forelookings which 
we should rely upon as the matrix in which, from time to time, 
constitutions and statutes and ordinances in pursuance of these 
valuations w'ould grow. 

We should presume then, JJrst, that as a matter of course the 
enormous cnter{)rise of utilizing this space and time, these material 
deposits, and physical energies and moral ojiport unities is a conimiinity 
undertaking; an affair of co-operation in duties and copartnership 
in enjoyments; with the common interest always effectively para- 
mount to minor aims. 

We should assume, second, that the innermost and ultimate 
meaning of the whole undertaking is not to be found in its mastery 
of physical conditions, but in its transmuting of this control of forces 
into realization of types of persons suri)assing one another, generation 
after generation, in progressive realization of completer physical and 
mental and moral attainments. 

We should take it for granted, third, that the total of external 
resources w'ill aUvays be regarded as a trust to be administered by 
the community as an endowanent for the human process in w'hich the 
enterprise finds its ultimate exj)rcssi()n. 

We should regard it as settled, fourth, that the undertaking will 
ahvays be conducted with a vitwv to encouragement, in each indi- 
vidual, of every excellence, and the highest degree of every e.xcellence 
which can be harmonized with the efficiency of the whole process of 
human development. 

We should be confident, fifth, that all normal adults concerned 
in the undertaking will be agreed that certain regulative principles 
of conduct are indispensable. They will consequently be sure that 
all the resources of the community must be pledged to the procuring 
of conduct consistent with these principles. 

That is, a system of control will be demanded which wall be in- 
exorable in its insistence upon certain conduct held by the general 
community judgment to be necessary for the good of the whole. 
The system of control wall sjiade off into non-compulsion and even 
non-prescription and non-intervention in the degree in which it is the 
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consensus of the community that, in certain ranges of conduct, 
spontaneity of action makes more for the good of the whole than 
group constraint. * 

Sixth: Because the “realization of completer human types” 
and “the good of the whole” are concepts which must redefine 
each other in an incessant reciprocity during the term of this enter- 
prise, we should anticipate that the system of control will be flexible 
and adaptable, both in its strut ture and in its functions, to the 
changing implications of the undertaking. 

Consequently, types of conduct which may be secured by forcible 
means at one stage of the process may not need to be required nor 
even enjoined at another, d'hus the system of control may never 
usurp the place of an alisolutc authority. On the contrary, in its 
structure, its policies, and its programs the system of control must 
always be’ itself controlled by the evolving requirements of the 
enterprise. 

It would be understood, seventh, that there will be no arbitrary 
limitations upon the freedom of each normal adult member of the 
community to exercise his abilities in promotion of the enterprise and 
that the jiartnership of each in all the franchises and emoluments of 
the undertaking will correspond with the value of his contribution 
to the common operations. 

We should foresee, ci^^hth, that from year to year and from decade 
to decade the enterprise wall show an increasing sur})lus of material 
and s})iritual goods. This accumulation will of course be held as a 
trust fund by the community, and it will be used as a special endow'- 
nicnt to reinforce those oj)erations wliich in the general interest from 
time to time most retjuire stimulation. Experience wall develop a 
code of equity to govern the administration of this material and spirit- 
ual wTalth. It w ill be dedicated to the assistance of all persons and 
processes that increasing enlightenment discovers to be worthy of 
exceptional support. It will be jealously guarded against concession 
in the form of permanent privilege, and it wall be held without preju- 
dice at the service of every interest in the community which needs 
temporary encouragement in developing activities that give assurance 
of contributing ultimately to the good of the whole. 

We should have no doubt, ninth, that those persons wTo, more 
through misfortune than through culpable fault, arc only slightly 
or not at all able to contribute to the common enterprise will be 
enlisted for the most useful employments of which they are capable. 
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and that the deficit between their services and a reasonable appraisal 
of their needs will be a charge ujion the insurance reserve. 

We should be agreed, Zef///, that those persons wjio, more by their 
own choice than by misfortune, arc unfit to contribute to the com- 
mon enterprise will be held to such disciplinary constraints by t,he 
community that they will acquire some social fitness, and that they 
will at length prefer a tolerable measure of usefulness in the general 
undertaking to the alternative constiaint. 

In the case of the persons whose social unfitness is due in part 
to the predetermining negligence of the society, attempts to correlate 
these persons with the whole functional piocess will have due regard 
to the different causes of the abnormality, and will ahvays be guided 
by supreme reference to establishment of noimality, both in the 
erring society and in the delimjuent individual. 

Wc should look forveaid, clrvcnlh, to piogiessivc recognition of 
gradations in the scale of aciredited values. 'I'hat is, material 
values will be appr.iised in the piopoition of the uses of the respective 
things to people, and moral value:^ will rank in accoidancc with the 
social worth of the various types and (jualities of human activity. 

It would follow, tivcJfth, that adequate provision must lie made 
for the function of keeping all the mcmlKTs of the community aware 
of the reciprocal nature of the enterprise in which they arc engaged, 
and of the implied liabilities of all to each and of each to all. 

hor similar reasons, ihblcnilh, a [lart of the common undertaking 
must always be to see that no siiccilic plans adopted or permitted b}^ 
the community should tend to prejudice the general purpose. 

It would be our conviction, ;////, that the general purpose 
will be prejudiced if one of the following things occurs: 

a) If tendencies arc tolerated which give to some types of people 
more than their proportional share of the returns of the enterprise, 
or which deprive other types of any portion of their due share of those 
returns. 

b) If tendencies arc tolerated which encourage the increase of less 
desirable types of persons, or which discourage the increase of more 
desirable types. 

c) In particular, if tendencies are tolerated which make it pos- 
sible for some people to enjoy without being useful, and which veto 
other people’s will to be useful foi the sake of enjoying, 

d) If it becomes harder for some parts of the community than for 
others to obtain justice. 
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e) If the belief becomes current among some members of the 
community that the best way to get their rights is to repudiate 
parts of their obligations. 

/) If a creed becomes current that things are more important 
than people. 

If, whether as cause or effect of this creed, programs become 
fixed which set the interests of wealth above the interests of people. 

Fifteenth, and finally, but first and constantly the precondition 
of all the rest: we should presuppose that the members of the com- 
munity will be instant, in season and out of season, in discovering for 
themselves, and in passing along to their children, zeal for discovering 
every accessible detail and interpretation of knowledge which may 
reveal conditions uiion which promotion of the whole moral enter- 
prise depends; and which especially may disclose failures of the 
persons concerned to apply their resources and abilities most effi- 
ciently to promotion of the undertaking. 

Please observe that I have not referred to this scheme as a vision 
of social righteoimiess, or a vision of socvd\ justice, or a vision of social 
reform. There might be a suspicion of something weakly sentimental 
about such visions. I have been talking about the literal business in 
which humanity is engaged; the most matter-of-fact affair which 
mundane people have on their hands — this central and circumfer- 
ential business of transforming all the resources of the world into the 
highest grade of physical, mental, and moral persons evolvable out 
of the given elements. I have been enumerating some of the basic 
requirements of efficiency in this business. Such intelligence as we 
possess tells us that the large business of life is not economically con- 
ducted unless it sustains the elTiciency test which these specifications 
enforce. 
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